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1 .Q. 

1 .A. 

2.Q. 

2.A. 

3.Q. 

3 .A. 

DIRECT TESTIMONY 

OF 

JACK E. DAVIS 

(Docket Nos. E-01345A-98-0473, et al.) 

I. INTRODUCTION 

WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 

ADDRESS? 

My name is Jack E. Davis, and my business address is 400 North Fifth 

Street, Phoenix, Anzona 85004 

BY WHOM ARE YOU EMPLOYED AND IN WHAT 

CAPACITY? 

I am President of Energy Delivery and Sales for Arizona Public 

Service Company (“APS” or “Company”). My educational and 

professional qualifications and experience are set forth in Schedule 

JED- 1, which is attached to my testimony. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

In response to the Arizona Corporation Commission’s 

(“Commission”) Procedural Order of May 25, 1999, I will provide 

some background to the SettlementfAgreement dated May 17, 1999 

between A P S  and a broad group of consumer interests (“APS 

1 
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Settlement Agreement” or “Agreement”). This Agreement, along 

with its attachments, can be found as Attachment JED -2 to my 

testimony. It is important for the Commission and other interested 

parties to understand and appreciate the difficulty involved in reaching 

agreement with these diverse groups on so many complicated and 

important issues. I then discuss and explain each of the various 

individual sections and provisions of the APS Settlement Agreement 

and outline why the Commission’s timely approval of this Agreement 

is in the public interest. 

11. BACKGROUND TO THE APS SETTLEMENT AGREEMENT 

4.Q. COULD YOU DESCRIBE THE GENERAL SCOPE OF THE 

APS SETTLEMENT AGREEMENT? 

4.A. Yes. The APS Settlement Agreement addresses a multitude of 

competition-related issues, including the phase-in of retail electric 

competition, Standard Offer rates, recovery and mitigation of stranded 

costs, regulatory asset recovery, unbundled rates for customers 

choosing competitive electric service providers, divestiture, dismissal 

of pending litigation between APS and the Commission, market 

structure, transmission access and pricing, etc. It is a global settlement 

of numerous critical issues that would have greatly complicated and 

likely prevented the implementation of retail electric competition in 

the Company’s service area anytime this year. 

2 
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5.Q. WOULD YOU SUMMARIZE THE AGREEMENT’S PRIMARY 

BENEFITS? 

5.A. The most obvious benefits are the five rate reductions for most 

Standard Offer customers and the accelerated introduction of 

competition in the APS service area. The five rate reductions 

provided for in the Agreement represent a cumulative reduction in 

rates to such customers of as much as $475 million by 2004. 

But this Agreement does much more than simply opening up the A P S  

service territory and reducing APS rates. It: 

establishes both bundled and unbundled rates; 

provides that such rates (except for the aforementioned 
rate decreases) will remain in place.through the middle of 
2004 - roviding needed price stability in the early years 
of retai P competition; 

resolves the stranded cost issue; 

ends APS’ liti ation with the Commission over 

addresses im ortant transmission and market structure 
issues, inch B ing divestiture of APS generation to a 
Pinnacle West affiliate; and, 

requires implementation by APS of an interim code of 
conduct . 

competition-re 7 ated issues; 

In summary, the Agreement will remove concerns that have hung over 

the Arizona market since 1996 and promote entry of new competitors 

into the APS service area. 

3 
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6.Q. 

6.A. 

WHY DID APS A N D  THE OTHER PARTIES ENTER INTO 

SUCH A GLOBAL SETTLEMENT AGREEMENT? 

The motivation on both sides for these negotiations, which were 

widely known to be underway, was at least three fold. 

One mutual goal was to avoid or minimize the seemingly endless 

contested hearings that would have resulted had each of the matters 

contained in the APS Settlement Agreement not been resolved through 

negotiation. For example, the previous “generic” stranded cost 

proceeding in 1998 took over six months from beginning to end, and 

even then the final order has gone through one subsequent major 

revision and has generated several judicial appeals. That effort would 

have to be multiplied many fold to deal with the specifics of stranded 

costs, unbundled rates, etc. Although the Commission has scheduled 

hearings on some of the matters addressed by the Agreement, I feel 

that this schedule is very ambitious, and I believe it unlikely that the 

Commission could have completed all these hearings and issued 

orders allowing competition to begin anytime significantly before the 

end of this year. 

Second, the parties wished to maximize the overall benefits to them of 

any settlement. No amount of evidentiary hearings could have 

resulted in many of the additional benefits realized by the Commission 

and consumers under the Agreement. Most notable of these are the 

annual rate reductions, which can only be achieved by voluntary 

agreement of the Company, and the acceleration of competition in the 

APS service area. 

.. 
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Third, APS hoped to eliminate some of the uncertainty currently 

hanging over the implementation of retail electric competition. This 

included: 

(1) withdrawing the various lawsuits b A P S  a ainst the 
Commission challenging A.A.C. R T 8  4-2: 16 1 , et seq. 
(“the Electric Competition Rules”) and its various 
generic stranded cost decisions; 

allowing Standard Offer customers to see tangible 
benefits from the introduction of competition in the form 
of five annual rate decreases; and, 

(2) 

(3) establishing a fixed stranded cost figure, with a re-set 

and re latory assets are recovered er the Agreement. 

reductions for those customers choosing competitive 
electric service providers (“ESPs”). 

phasing out of the transition charges as strande 0 costs 

This e P fectively provides a series o P annual rate 

111. PROVISIONS OF THE APS SETTLEMENT AGREEMENT 

7.Q. WERE YOU PERSONALLY INVOLVED IN THE 

NEGOTIATIONS THAT LED TO THE APS SETTLEMENT 

AGREEMENT? 

7.A. Yes. I was personally involved in all of these negotiations. I have 

also consulted extensively with the Company’s attorneys and other 

Company personnel who both took part in this process and were 

involved in the drafting of the Agreement itself. 

S.Q. WOULD YOU PLEASE DESCRIBE THE VARIOUS 

PROVISIONS OF THE APS SETLEMENT AGREEMENT? 

8.A. Yes. The easiest way is to just go through the Agreement, Article by 

Article. 

5 
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Article I: 

Article I addresses the actual implementation of retail access in the 

APS service area. It calls for competition to be phased in as proposed 

in the Electric Competition Rules pending before the Commission 

with the exception that A P S  would increase the non-residential load 

eligible for access in the first phase by some 140 MW. This additional 

allowance restored to non-residential customers the allocated demand 

lost by the December 11, 1998 amendments to the original 1996 

Electric Competition Rules. Residential customers would receive 

access in accordance with the Company’s December 2 1, 1998, filing, 

which also allowed for more potential residential access than would be 

required under the Commission’s proposed electric competition rules. 

That residential phase-in plan is shown in Attachment JED-4. 

The initial competitive phase described above is also contingent upon 

the Commission’s approval of the Electric Competition Rules. 

However, APS has agreed to implement 100% retail access by January 

1,200 1. To remove any remaining doubt as to the legality of the retail 

electric competition contemplated under the proposed electric 

competition rules and the Agreement, APS agrees to a modification of 

its certificates of convenience and necessity consistent with the terrns 

of the Agreement. Finally, the parties to the Agreement urged the 

Commission to adopt the proposed Electric Competition Rules on an 

emergency basis by as early as July 1, 1999. 

.. 
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Article 11: 

Article I1 provides for a series of rate decreases both for Standard 

Offer customers and customers of unbundled distribution service. 

Standard Offer customers under 3 MW receive five 1.5% rate 

decreases. This group includes all of our residential customers and 

roughly 99% of the non-residential customers. Large Standard Offer 

customers (3 MW or larger) would get four decreases totaling 5%. 

Unbundled rates would decline from year to year in accordance with 

Exhibit A, Schedule A to the Agreement. The large Standard Offer 

customers received lesser rate decreases than residential and other 

commercial customers because it was believed that such large 

customers would have greater opportunities to benefit in the 

competitive market. 

Article I1 also requires that customers over 3 MW give A P S  one 

year’s notice before returning to Standard Offer. Under both H.B. 

2663 and the Commission’s proposed Electric Competition Rules, the 

Company would not be required to offer these large customers 

Standard Offer service under any conditions. The provision finally 

agreed upon represents a compromise position. It allows large 

customers to return to the protection of Standard Offer rates, but 

requires one year’s notice. The no&e will allow APS (which by the 

end of 2002 would have no Company-owned generation) to secure the 

additional supplies of purchased power necessary to serve the 

returning customer without overly burdening existing Standard Offer 

customers. 
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Article I1 requires the Commission to approve an adjustment 

mechanism by the end of 2002 (coincident with the divestiture of APS 

generation) that would recover certain specified costs not 

encompassed within the Standard Offer and unbundled distribution 

rates approved by the Agreement. These costs would include the 

prudent costs of purchasing electricity to meet the Company’s 

Standard Offer and Provider of Last Resort obligations under the 

Electric Competition Rules, as well as hture increases in Systems 

Benefits costs authorized by the Commission. APS is obliged to make 

a specific proposal for this mechanism no later than June 1 , 2002. 

This filing by A P S  would be followed by an evidentiary hearing to 

consider the appropriate structure and implementation protocols for 

such a rate mechanism. Moreover, before any deferred costs could 

actually be recovered, both the signatories to the Agreement and other 

affected parties could contest the prudence of the costs proposed by 

A P S  for recovery through the mechanism as well as the eligibility of 

such costs for recovery under the terms of Article 11. 

Article I1 directs that the Company file a general rate case no later 

than June 30, 2003 - with new rates implemented no sooner than July 

1, 2004. This latter date is coincident to the final amortization of 

regulatory assets and would allow the Commission to readjust the 

Company’s rates both to reflect the end of this expense item and any 

other changes in rate base or expense during the moratorium period. It 

would also be at this time that the rate adjustment mechanism 

approved by the Commission in 2002 would first begin to collect the 

previously deferred costs subject to recovery by such mechanism. 

26 * 
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Lastly, Article I1 contains provisions allowing emergency rate relief 

under specified circumstances and also tariff filings not significantly 

affecting Company earnings. Both of these provisions are standard 

and have been included in every previous A P S  rate settlement. 

Article 111: 

Article I11 begins by acknowledging that APS is presently recovering 

regulatory assets over an eight-year period ending July 1, 2004. It 

then goes on to state that APS has demonstrated stranded costs 

(excluding regulatory assets) in an amount of at least $533 million 

(present value). The Company is required to permanently forgo 

recovery of some $183 million (present value - $234 in nominal costs) 

of these amounts. There is also a true-up mechanism that limits the 

Company’s recovery under the CTC to $350 million. This true up is 

handled through the previously discussed rate adjustment mechanism 

as either a deferred debit (sums owned APS) or a deferred credit 

(amounts owed by A P S  to customers). Finally, Article I11 contains 

some technical provisions intended to make the approved Agreement 

more binding in its legal effect and which are necessary to satisfy 

certain accounting requirements. 

. A  

Article IV: 

The proposed Electric Competition Rules require the divestiture of the 

Company’s competitive lines of business - either to an affiliate or to 

an unrelated third party. This Article helps to implement that 

requirement by: 

9 
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granting certain otherwise necessary Commission 
approvals; 

providing for the deferral and later recovery of the 
prudent costs of the required corporate restructuring; and, 

assuring that the Commission and the signatory parties 
support (or at least not oppose) the Company’s efforts to 
obtain any required approvals from other overnment 

Sections 205 and 206 of the Federal Power Act to object 
to the rates filed with FERC by such an affiliate of the 
Company . 

a encies and/or third arties (e.g., FERC, h c ,  
s a areholders, etc.). d e s e  parties retain their nghts under 

Article IV also waives compliance with certain statutory requirements 

not particularly relevant to competitive service providers. This waiver 

is specifically authorized by H.B. 2663. 

The remainder of Article IV deals first with the required Commission 

findings under federal law that will enable the competitive APS 

generating affiliate to become an exempt wholesale generator 

(“EWG”), and then with some Commission-created regulatory 

burdens. Designation as a EWG would free the newly formed 

competitive affiliate of the Company from federal holding company 

regulations that unnecessarily burden what is supposed to be a 

competitive service provider. Similarly, certain of the Commission’s 

general affiliate transaction rules (A.A.C. R14-2-80 1, et seq.) are 

waived, and all or portions of some old Commission decisions are 

rescinded. The former are substantially the same portions of the 

affiliate rules that Commission Staff agreed to waive in the previous 

(October 1998) APS rate settlement agreement. The Commission 

decisions referenced in Exhibit D to the Agreement are old orders 

dealing with PURPA reporting requirements for “qualified facility” 

. .  
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(“QF”) purchases, Schedule 9 (economic development), and the 

Company’s now defunct fuel adjustment clause. The Company has no 

QF purchases under PUWA, and Schedule 9 has long since been 

cancelled. A P S  lost its fuel adjustment clause in 1989. Yet these 

regulatory relics from the past continued to mandate that A P S  file 

periodic reports with the Commission even though there is nothing of 

relevance left to report. 

Article V: 

This Article addresses the voluntary withdrawal by A P S  of the 

Company’s various legal suits against the Commission over the 

Electric Competition Rules and the generic stranded cost orders. Such 

withdrawal will be “with prejudice’’ - meaning the Company would 

not be able to re-file any of these actions later, even if the Agreement 

were subsequently challenged in court. Consequently, the lawsuits 

will not be finally dismissed until the Commission approves the 

Agreement and any appeals of that approval are resolved. 

Article VI: 

Article VI talks about Commission approval of the Agreement. It 

allows parties to withdraw from the Agreement if it is not approved by 

August 1, 1999, but it does not result in the automatic termination of 

the Agreement unless APS is the party withdrawing. The balance of 

the Article is aimed at assuring that once the Agreement is approved, 

without modification, it will actually be binding on the various 

signatories and that the parties, including the Commission, will 

.- 
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actively support the APS Settlement Agreement against any legal 

challenge. 

Article VII: 

Most of this Article contains technical legal provisions. However, 

there are also substantive provisions. These include the continuation 

of programs benefiting low-income residential customers, an interim 

code of conduct and A P S  support for AISA and Desert Star. 

This last provision of Article VI1 also requires the Company to file a 

FERC open access transmission tariff (“OATT”) withir, 10 days of the 

Commission’s approval of the Agreement. APS must revise its 

current OATT to reflect certain provisions needed to facilitate 

implementation of Retail Network Integration Transmission Service. 

This service is similar to Network Integration Transmission Service 

contained in FERC’s pro forma tariff (upon which the A P S  OATT is 

modeled). However, a number of changes were necessary to 

accommodate retail access under the Commission’s Electric 

Competition Rules, namely incorporation of certain operational and 

pricing protocols that are being developed by the AISA Operating 

Committee. 
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IV. BENEFITS OF THE APS SETTLEMENT AGREEMENT 

9.Q. WHAT ARE PRIMARY BENEFITS OF THE APS 

SETTLEMENT AGREEMENT? 

9.A. There are at least nine that come to mind. These include: 

The accelerated introduction of retail electric competition in the 
APS service area; 

annual rate reductions; 

rate stability and certainty for both bundled and unbundled 
rates; 

resolution of the stranded cost and regulatory assets issues in a 
fair and equitable manner; 

continued support for a regional IS0 and the AISA; 

assurance of divestiture of eneration and other competitive 

dismissal of all APS litigation against the Commission; 

continued support for existing low-income programs; and, 

an interim code of conduct for affiliate relationships. 

services by APS in a cost-e f fective manner; 

l0.Q. WOULD YOU ELABORATE ON EACH OF THESE 
BENEFITS? 

10.A. Yes, although I have alluded to many of them already. 
. -  

1. Accelerated Introduction of Competition: 

With the approval of this Agreement and the interim implementation 

of the Electric Competition Rules as urged by the parties, the APS 

service area will be open to certificated competitors months sooner 

13 
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than would otherwise be the case. And a larger share of APS load will 

be eligible for retail access in the first step of the phase-in. 

2. Annual Rate Reductions: 

Without the necessity of a hll-blown rate proceeding (taking a year or 

more for each anticipated rate reduction), APS has voluntarily agreed 

to annual rate decreases for each of the next five years for the 

overwhelming majority of its customers -both Standard Offer and 

competitive access. As discussed earlier, this provides a cumulative 

benefit of some $ 475 million to APS customers. This follows on the 

heels of four prior APS rate reductions. Unlike the anticipated but as 

of yet unproven benefits of competition, these are assured benefits for 

all customers, whether or not they participate in the competitive 

electric market. 

3. Unbundled and Bundled Rates: 

Obviously, there could be no meaningful and informed customer 

choice without knowing both the unbundled and bundled rates for 

electricity. Moreover, it is also helpful to both consumers and 

competitors if there is some assurance that these rates will not be 

changing for some period of time, or at least that the only changes will 

be rate reductions. The Agreement achieves this rate stability during 

the first five years of electric competition. 

.. 

4. Regulatory Assets and Stranded Cost: 

Resolution of these issues in a manner acceptable to the Company is 

14 
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why APS is dismissing its litigation against the Commission, why 

A P S  agreed to guarantee rate reductions, and why APS made all the 

other concessions embodied in the Agreement. As it is, A P S  will get 

no stranded cost or regulatory asset recovery after 2004. Moreover, 

APS will have to write-off $234 million in nominal dollars ($183 

million present value) of the above amounts. The Agreement’s 

treatment of stranded costs, albeit less favorable to APS, is still 

consistent with the vast majority of other jurisdictions that have 

addressed this issue and not inconsistent with either the Electric 

Competition Rules or the Stranded Cost Order: 

. . . we find the Affected Utilities should have a reasonable 
opportunity to collect 100% of their stranded costs. 

Because of the difficulty of mitigating regulatory assets, 
as well as possible financial implications, we believe they 
[regulatory assets] should also be given an assured recovery. 

Stranded Cost Order at 10- 1 1. 

The $533 million dollar stranded cost figure referenced in the 

Agreement comes from the Company’s August 21, 1998 filing with 

the Commission. A copy of Schedule 2 to that filing is contained in 

Attachment JED-3. This calculation assumes that very significant 

stranded cost mitigation can and will take place in the next five years. 

Finally, the $533 million dollar stranded cost figure does not give APS 

any credit for its prior mitigation efforts as reflected in the rate 

reductions given in 1994, 1996, 1997 and 1998. These reductions will 

have provided cumulative ratepayer benefits of $460 million through 

mid- 1999. 

15 
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No matter how confident the Commission may be about its legal 

position in this litigation (despite the recent invalidation by the courts 

of many of the Commission’s telephone competition rules), its 

removal is clearly a benefit for both it and those supporting the 

Commission’s Electric Competition Rules. Moreover, the 

conservation of legal and managerial resources now used by both sides 

to this litigation allows them to concentrate on the already difficult 

task of implementing electric competition in the days ahead. 

.- 

16 

5. Support for AISA and Desert Star: 

APS continues to believe the development of these entities is essential 

for competition by guaranteeing access to utility transmission systems 

on a comparable and non-discriminatory basis. The AISA has 

identified 10 operational/pricing protocols that are needed to facilitate 

retail access within Arizona in a fair and equitable manner. The AISA 

Operating Committee is developing these protocols, and to date, six of 

the protocols have been completed, and the remaining four are very 

close to completion. 

6. Divestiture: 

APS will divest its generation and competitive electric marketing 

functions to separate affiliates subject to the provisions of A.A.C. 

R14-2- 16 16. Given the realities of Palo Verde, this is as far towards 

complete disintegration of APS as a vertical monopoly as is 

reasonably obtainable or desirable. 

. 

7. Litigation: 
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8. Support for Low-Income Programs: 

APS has pledged to maintain continued funding of existing low- 

income residential programs. If new low-income programs are 

developed to replace existing ones, APS will support them at these 

existing funding levels. 

9. Code of Conduct: 

In addition to the code of conduct required by the proposed electric 

competition rules, APS will have in place an interim code of conduct 

that should provide all parties with additional assurance that there will 

be no improper or anti-competitive contacts between A P S  and its 

competitive affiliates. 

V. CONCLUSION 

11.Q. IN CONCLUSION, WOULD YOU SUMMARIZE YOUR 

MAJOR POINTS? 

1 1 .A. The APS Settlement Agreement provides benefits not achievable in 

any other way. It is a balanced Agreement that “clears the decks” for 

the beginning of retail electric competition in 1999. Such a global 

settlement was the result of months of painful give-and-take 

negotiations. I urge the Commission to evaluate the APS Settlement 

Agreement as a holistic document rather than listen to those who 

would “nit pick” the Agreement to pieces. 

.- 

Just as important, the Commission should reject the cries of those who 

demand, after 80 years of regulated monopoly, overnight 

17 



L 

4 .. 

c 

I 

1c 

11 

12 

13 

14 

a 15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

~ 25 

I 26 

implementation of a utopian model of competition, or which urge 

endless additional analyses of these issues in search of 100% certainty. 

This will only delay any competition. 

The alternative to the Agreement is to schedule or reschedule hearings 

on all the contested issues resolved by the Agreement. This will delay 

for months the implementation of competition and likely could result 

in even more litigation. Even this dreary scenario of delay, expense 

and uncertainty would not reflect the loss of those negotiated benefits 

fi-om the Agreement that could not be realized regardless of how much 

the parties litigated. 

APS urges the Commission to approve this Agreement as presented. 

It is fair, comprehensive, has broad-based support, and is most 

certainly in the public interest. 

12.Q. DOES THIS CONCLUDE YOUR DIRECT WRITTEN 

TESTIMONY? 

12.A. Yes. 
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$1 Schedule JED- 1 

STATEMENT OF WITNESS QUALIFICATIONS 

Jack E. Davis is President of Ener and Sales for Anzona Public 
Service Company and a member o B Y  its Boar of Directors. As President of 
Energy Delivery and Sales, Mr. Davis has responsibility for Bulk Power 
Trading,. Transmission Planning and Operations, Customer Service, 
Economic Development, and Pricing and Regulation. 

Mr. Davis aduated from New Mexico State Universi 

Bachelor of Science in lectrical En ineerin 
Service Company that same year an has he1 various supervisory and 
managerial positions in both the System Plannin and Power Contracts and 

Vice-president of Generation and Transmission in 1993. In ctober 1996, 
he was named Executive Vice President of Commercial Operations and 1998 
he was named to his present position. 

Mr. Davis is the Past President of the Western Ener y Supply and 

Delive 

in 1969 with a 3 Bachelor o F Science De ee in Medical Technology an in 1973 with a 

S stems 0 erations Departments. In 1990, Mr. r3 avis was named Director 
o r System B evelopment and Power Operation and thereafter romoted to 

Transmission, Chairman of the Western S stems cg oordinating Council 
WSCC a member of the WSCC Board o f Trustees, and (past chairman of 

t 6 &  e WS C Regional Plannin Policy Committee), a member of the National 

$ 5  I!? He joined Arizona Public 

8 

Electric Reliability Council oard of Trustees, ast President of the Western 
Systems Power Pool and a member of the Sout west Regional Transmission 
Association Board of Trustees. Additionally, he is a registered professional 
electrical engineer in the State of Arizona. 

K I9 
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BEFORE THE ARIZONA CORPORATION COMMW3Ox 

.JIM IRVIN R E C E I V E D  
Commissioner-C hairman 

TONY WEST 
Commissioner 

CARL J. KUNASEK DOCUMENTS ARE SUEJECT TO 
Commissioner REVIEW BEFORE ACCEPTANCE 

AS A DOCKETED ITEM. 

A.C.G. -DOCKET CONTROL 

MAY 1 7 1999 

IN THE MATTER OF THE APPLICATION 
OF ARIZONA PUBLIC SERVICE ) 
COMPANY FOR APPROVAL OF ITS ) DOCKET NO, E-0 1345.4-98-0473 
PLAN FOR STRANDED COST RECOVERY ) 

) 

) 

IN THE MATTER OF THE FILING OF i 
ARIZONA PUBLIC SERVICE COMPANY ) 
OF UNBUNDLED TARIFFS PURSUA%T ) DOCKET NO. E-0 13454-97-0773 
TO A.A.C. R14-2-1601 ET S a .  1 

1 

IN THE MATTER OF COMPETITION i 
IN THE PROVISION OF ELECTRIC 
SERVICES THROUGHOUT THE STATE ) DOCKET NO. RE-OOOOOC-94-0 165 

) 

OF ARIZONA j 
) 

NOTICE OF FILING, APPLICATION FOR APPROVAL OF 
SETTLEMENT AGREEMENT, AND REQUEST FOR PROCEDURAL ORDER 

Arizona Public Service Company (“APS”) hereby files the attached Settlement 

Agreement (“Settlement Agreement”) dated as of May 17, 1999, between APS and the other 

signatories to this Agreement (collectively, the “Parties”). The Parties, which includes a broad 

coalition of large and small consumer interests, entered into the Settlement Agreement for the 

purpose of agreeing upon terms and conditions for the introduction of competition in generation 

and other competitive services that they believe to be just, reasonable and in the public interest. 

Pursuant to 7.10 of the Settlement Agreement. ‘4PS. on behalf of the Parties. 

respectfully requests that the Commission approve the Settlement A, oreement as soon as 
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practicable in accordance with a procedural schedule that establishes such formal hearings andor 

public meetings as are required bj* applicable legal requirements and that afford interested parties 

adequate opportunity to comment and be heard on the terms of the Settlement Agreement. 

APS also requests that the procedural schedule set forth in the April 2 1, 1999, Procedural Order 

regarding consideration of APS’ stranded costs and unbundled rates (issues which are resolved in 

the Settlement Agreement) be suspended pending Commission consideration of this Settlement 

Agreement. Because the Settlement Agreement contemplates Commission approval no later than 

August 1, 1999, the Parties have attached hereto as Exhibit A a suggested procedural schedule for 

Commission consideration. 

RESPECTFULLY SUBMITTED this /7 

SNELL & WILMER L.L.P. 

Steven M. Wheeler 
Thomas L. Mumaw 
Jeffrey B. Guldner 

Attorneys for Arizona Public Service Company 



EXHIBIT A 

APS Settlement Procedural Schedule 

Filing of Settlement Agreement . . . . . . . . . . . . . . . . . . . . . . . .  May 17 

Procedural Order Issued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  May 28 

Filing Date for Testimony from Parties 
to the Settlement Agreement . . . . . . . . . . . . . . . . . . . . . . . . . .  June 4 

Filing Date for Testimony from Staff and Intervenors . . . . .  June 25 

Filing Date for Rebuttal Testimony from 
Parties to the Settlement Agreement . . . . . . . . . . . . . . . . . . . . .  July 9 

Hearing Begins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  July 13 
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SETTLEMENT AGREEMEANT 

May 14, 1999 

This settlement agreement (“Agreement”) is entered into as of May 13, 1999, by 
Arizona Public Service Company (“APS” or the “Company”) and the various signatories to 
this Agreement (collectively, the “Parties”) for the purpose of establishing terms and 
conditions for the introduction of competition in generation and other competitive services that 
are just, reasonable and in the public interest. 

INTRODUCTION 

In Decision No. 59943, dated December 26, 1996, h e  Arizona Corporation 
Commission (“ACC” or the “Commission”) established a “framework” for introduction of 
competitive electric services throughout the territories of public service corporations in 
Arizona in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, “Electric Competition 
Rules” as they may be amended from time to time). The Electric Competition Rules 
established by that order contemplated future changes to such rules and the possibility of 
waivers or amendments for particular companies under appropriate circumstances. Since their 
initial issuance, the Electric Competition Rules have been amended several times and are 
currently stayed pursuant to Decision No. 6131 1, dated January 5, 1999. During this time, 
APS, Commission Staff and other interested parties have participated in a number of 0 proceedings, workshops, public comment sessions and individual negotiations in order to 
further refine and develop a restructured utility industry in Arizona that will provide 
meaningful customer choice in a manner that is just, reasonable and in the public interest. 

This Agreement establishes the agreed upon transition for A P S  to a restructured 
entity and will provide customers with competitive choices for generation and certain other 
retail services. The Parties believe this Agreement will produce benefits for all customers 
through implementing customer choice and providing rate reductions so that the APS service 
territory may benefit from economic growth. The Parties also believe this Agreement will 
fairly treat A P S  and its shareholders by providing a reasonable opportunity to recover 
prudently incurred investments and costs, including stranded costs and regulatory assets. 

Specifically, the Parties believe the Agreement is in the public interest for the 
following reasons. First, customers will receive substantial rate reductions. Second, 
competition will be promoted through the introduction of retail access faster than would have 

I been possible without this Agreement and by the functional separation of APS’ power 
production and delivery functions. Third, economic development and the environment will I 



benefit through guaranteed rate reductions and the continuation of renewable and energy 
efficiency programs. Fourth, universal service coverage will be maintained through APS’ low 
income assistance programs and establishment of “provider of last resort” obligations on APS 
for customers who do not wish to participate in retail access. a h ,  APS will be able to 
recover its regulatory assets and stranded costs as provided for in this Agreement without the 
necessity of a general rate proceeding. Sixth, substantial litigation and associated costs will be 
avoided by amicably resolving a number of important and contentious issues that have already 
been raised in the courts and before the Commission. Absent approval by the Commission of 
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and 
pursue other rate and competitive restructuring provisions different than provided for herein. 
The other Parties would challenge at least portions of APS’ requested relief, including the 
recovery of all stranded costs. The resulting regulatory hearings and ‘related court appeals 
would delay the start of competition and drain the resources of all Parties. 

@ 

NOW, THEREFORE, APS and the Parties agree to the following provisions 
which they believe to be just, reasonable and in the public interest: 

TERMS OF AGREEMENT 

ARTICLE I 
rn 

1.1. The A P S  distribution system shall be open for retail access on July 1, 
1999; provided, however, that such retail access to electric generation and other competitive 
electric services suppliers will be phased in for customers in APS’ service territory in 
accordance with the proposed Electric Competition Rules, as and when such rules become 
effective, with an additional 140 MW being made available to eligible non-residential 
customers. The Parties shall urge the Commission to approve Electric Competition Rules, at 
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999. 
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to 
retail access for all customers on January 1, 2001. 

1.2. APS will make retail access available to residential customers pursuant to 
its December 21, 1998, filing with the Commission. 

1.3. The Parties acknowledge that APS’ ability to offer retail access is 
contingent upon numerous conditions and circumstances, a number of which are not within the 
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to 
modify the terms of retail access to account for such factors, and they further agree to address 
such matters in good faith and to cooperate in an effort to propose joint resolutions of any such 
matters. 

3 
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1.4. APS agrees to the amendment and modification of its Certificate(s) of 
Convenience and Necessity to pennit retail access consistent with the terms of this .4= oreement. 
The Commission order adopting this Agreement shall constitute the necessary Commission 
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms 
of this Agreement. 

@ 

ARTICLE I1 
RATE MATTERS 

2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A 
will be effective as of July 1, 1999. The Company’s presently authorized rates and charges shall 
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the 
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled 
service components to the extent required by the Electric Competition Rules. 

2.2. Future reductions of standard offer tariff rates of 1.5% for cusfomers 
having loads of less than 3 MW shall be effective as of July 1. 1999, July 1, 2000, July 1, 
2001, July 1, 2002, and July 1, 2003, upon the filing and Commission acceptance of revised 
tariff sheets reflecting such decreases. For customers having loads greater than 3 M Y  served 
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5 70, effective 
July 1, 1999; 1.5% effective July 1, 2000; 1.25% effective July 1, 2001; and .75% effective 
July 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes 
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become 
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting 
each decrease. (I) 

2.3. Customers greater than 3 MW who choose a direct access supplier must 
give APS one year’s advance notice before being eligible to return to Standard Offer service. 

2.4. 
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff 
sheets reflecting such decreases. 

Unbundled rates shall be reduced in the amounts and at the dates set 

2 . 5 .  This Agreement shall not preclude APS from requesting, or the 
Commission from approving, changes to specific rate schedules or terms and conditions of 
service, or the approval of new rates or terms and conditions of service, that do not 
significantly affect the overall earnings of the Company or materially modify the tariffs or 
increase the rates approved in this Agreement. Nothing contained in this Agreement shall 
preclude APS from filing changes to its tariffs or terms and conditions of service which are not 
inconsistent with its obligations under this Agreement. 

2 .6 .  NoEwithstandin: the rate reduction provisions stated above, the 
Commission shall, prior to December 31, 2002, approve sn adjustment clause or clauses which 



will provide full and timely 
costs of the following: e 

recovery beginning July 1, 2004, of the reasonable and prudent 

APS’ “provider of last resort” and Standard Offer obligations for 
service after July 1, 2004, which costs shall be recovered only 
from Standard Offer and “provider of last resort” customers; 

Standard Offer service to customers who have left Standard Offer 
service or a special contract rate for a competitive generation 
supplier but who desire to return to Standard Offer service, which 
costs shall be recovered only from Standard Offer and “provider 
of last resort” customers; 

compliance with the Electric Competition Rules or Comiss ion-  
ordered programs or directives related to the implementation of 
the Electric Competition Rules, as they may be amended from 
time to time, which costs shall be recovered from all customers 
receiving services from A P S ;  and 

(4) 

a By June 1, 2002, A P S  shall file an application for an adjustment clause or clauses, together 

Commission-approved system benefit programs or levels not 
included in Standard Offer rates as of June 30, 1999, which costs 
shall be recovered from all customers receiving services from 
APS. 

with a proposed plan of administration, and supporting testimony. The Commission shall 
thereafter issue a procedural order setting such adjustment clause application for hearing and 
including reasonable provisions for participation by other parties. The Commission order 
approving the adjustment clauses shall also establish reasonable procedures pursuant to which 
the Commission, Commission Staff and interested parties may review the costs to be 
recovered. By June 30, 2003, APS will file its request for the specific adjustment clause 
factors which shall, after hearing and Commission approval, become effective July 1, 2004. 
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full 
recovery pursuant to such adjustment clause or clauses, including a reasonable return. 

2.7. By June 30, 2003, APS shall file a general rate case with prefiled 
testimony and supporting schedules and exhibits; provided, however, that any rate changes 
resulting therefrom shall not become effective prior to July 1, 2004. 

2.8. .4PS shall not be prevented from seeking a change in unbundled or 
Standard Offer rates prior to July 1. 2003, in the eventsf (a) conditions or circumstances which 
constitute an emergency. such 3s the inability to finance on reasonable terms, or (b) material 
changes in APS’ cost of service for Commission regulated services resulting from federal. tribal, 
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state or local laws, regulatory requirements, judicial decision, actions or orders. Except for the 
changes othenvise specifically contemplated by this Agreement, unbundled and Standard Offer 
rates shall remain unchanged until at least July 1, 2004. 

ARTICLE rrI 

3.1. A P S  currently recovers regulatory assets through July 1, 2004, pursuant 
to Commission Decision No. 59601 in accordance with the provisions of this Agreement. 

3.2. APS has demonstrated that its allowable stranded costs after mitigation 
(which result from the impact of retail access), exclusive of regulatory assets, are at least $533 
million net present value. 

3.3. The Parties agree that A P S  should not be allbwed to recover 
$183 million net present value of the amounts included above. APS shall have a reasonable 
opportunity to recover $350 million net present value through a competitive transition charge 
(“CTC”) set forth in Exhibit A attached hereto. Such CTC shall remain in effect until 
December 31, 2004, at which time it will terminate. If by that date APS has recovered more 
or less than $350 million net present value, as calculated in accordance with Exhibit B attached 
hereto, then the nominal dollars associated with any excess recoveryhnder recovery shall be 
credited/debited against the costs subject to recovery under the adjustment clause set forth in 
Section 2.6(3). 

3.4. The regulatory assets to be recovered under this Agreement, after giving 
effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with 
Schedule C of Exhibit A attached hereto. 

3.5. Neither the Parties nor the Commission shall take any action that would 
diminish the recovery of APS’ stranded costs or regulatory assets provided for herein. The 
Company’s willingness to enter into this Agreement is based upon the Commission‘s 
irrevocable promise to permit recovery of the Company’s regulatory assets and stranded costs 
as provided herein. Such promise by the Commission shall survive the expiration of the 
Agreement and shall be specifically enforceable against this and any future Commission. 

ARTICLE IV 
CORPORATE STRUCTURE 

4.1. The Commission will approve the formation of an affiliate or affiliates of 
APS to acquire at book value the competitive services assets as currently required by the 
Electric Competition Rules. In order to facilitate the separation of such assets efficiently and 
at the lowest possible cost. the Commission shall g a n t  APS a two-year extension of time until 
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December 3 1, 2002, to accomplish such separation. A similar two-year extension shall be 
authorized for compliance with A.A.C. R14-2-1606(B). 

4.2. Approval of this Agreement by the Commission shall be deemed to a 
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new 
corporate affiliates to provide competitive services including, but not limited to, generation 
sales and power marketing, and the transfer thereto of APS’ generation assets and competitive 
services, and (2) the full and timely recovery through the adjustment clause referred to in 
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating 
competitive generation assets and competitive services as required by proposed A. A.C. R14-2- 
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate. 
The assets and services to be transferred shall include the items set forth on Exhibit C attached 
hereto. Such transfers may require various regulatory and third party approvals, consents or 
waivers from entities not subject to A P S ’  control, including the FERC and the NRC. No Party 
to this Agreement (including the Commission) will oppose, or support opposition to, APS 
requests to obtain such approvals, consents or waivers. 

4.3. Pursuant to A.R.S. 8 30-202(L), the Commission’s approval of :his 
Agreement shall exempt any competitive service provided by APS or its affiliates from the 
application of various provisions of A.R.S. Title 40, including A.R.S. $ 5  40-203, 40-204(A), 

40-332, 40-334, 40-365, 40-366, 40-367 and 40-401. 
40-204(B), 40-248, 40-250, 40-251, 40-285, 40-301, 40-302, 40-303, 40-321, 40-322, 40-33 1, 

4.4. APS’ subsidiaries and affiliates (including APS’ parent) may take 
advantage of competitive business opportunities in both energy and non-energy related 
businesses by establishing such unregulated affiliates as they deem appropriate, which will be 
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring 
APS’ generating assets may be a participant in the energy supply market within and outside of 
Arizona. Approval of this Agreement by the Commission shall be deemed to include the 
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility 
Holding Company Act of 1935: 

A P S  or an affiliate is authorized to establish a subsidiary company, which wiil 
seek exempt wholesale generator (“EWG”) status from the Federal Energy 
Regulatory Commission, for the purposes of acquiring and owning Generation 
Assets. 

The Commission has determined that allowing the Generation Assets to become 
“eligible facilities,” within the meaning of Section 32 of the Public Utility 
Holding Company Act (“PUHCA’‘), and owned by an APS EWG affiliate 
(1) will benefit consumers. (2) is in the public interest, and (3) does not violate 
Arizona law. 
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The Commission has sufficient regulatory authority, resources and access to the 
books and records of APS and any relevant associate, affiliate, or subsidiary 
company to exercise its duties under Section 32(k) of PUHCA. 

AF’S will purchase any electric energy from its EWG affiliate at market based 
rates. This Commission has determined that (1) the proposed transaction will 
benefit consumers and does not violate Arizona law; (2) the proposed 
transaction will not provide APS’ EWG affiliate an unfair competitive advantage 
by virtue of its affiliation with APS; (3) the proposed transaction is in the public 
interest. 

The APS affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by 
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than 
that manner and extent of Commission regulation imposed upon other owners or operators of 
generating facilities. 

4.5. The Commission’s approval of this Agreement will constitute certain 
waivers to APS and its affiliates (including its parent) of the Commission’s existing affiliate 
interest rules (A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior 
Commission decisions, all as set forth on Exhibit D attached hereto. 

4.6. The Parties reserve their rights under Sections 205 and 206 of the - 
Federal Power Act with respect to the rates of any A P S  affiliate formed under the provisions of 
this Article N. 

ARTICLE V 
WITHDRAWAL OF LITIGATION 

5.1. Upon receipt of a final order of the Commission approving this 
Agreement that is no longer subject to judicial review, A P S  and the Parties shall withdraw with 
prejudice all of their various court appeals of the Commission’s competition orders. 

ARTICLE VI 
APPROVAL BY THE CO MMISSION 

6.1. This Agreement shall not become effective until the issuance of a final 
Commission order approving this Agreement without modification on or before August 1, 
1999. In the event that the Commission fails to approve this Agreement without modification 
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw 
from this Agreement and shall thereafter not be bound by its provisions; provided, however, 
that if APS withdraws from this Agreement, the Agreement shall be null and void and of no 
further force and effect. In any event, the rate reduction provisions of this Agreement shall not 
take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue 
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their respective positions without prejudice. Approval of this Agreement by the Commission 
shall make the Commission a Party to this Agreement and fully bound by its provisions. 

6.2. The Parties agree that they shall make all reasonable and good faith 
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and ( 2 )  
ensure full implementation and enforcement of all the terms and conditions set forth in this 
Agreement. Neither the Parties nor the Commission shall take or propose any action which 
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend 
this Agreement in the event of any challenge to its validity or implementation. 

ARTICLE VI1 
MISCELLANEOUS MATTERS 

7.1. To the extent any provision of this Agreement is inconsistent with any 
existing or future Commission order, rule or regulation or is inconsistent with the Electric 
Competition Rules as now existing or as may be amended in the future, the provisions of this 
Agreement shall control and the approval of this Agreement by the Commission shall be 
deemed to constitute a Commission-approved variation or exemption to any conflicting 
provision of the Electric Competition Rules. 

7.2.  The provisions of this Agreement shall be implemented and enforceable 
notwithstanding the pendency of a legal challenge to the Commission’s approval of this 
Agreement, unless such implementation and enforcement is stayed or enjoined by a court 
having jurisdiction over the matter. If any portion of the Commission order approving this 
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful 
in any respect, then (1) A P S  shall have no further obligations or liability under this 
Agreement, including, but not limited to, any obligation to implement any future rate 
reductions under Article I1 not then in effect, and (2) the modifications to APS’ certificates of 
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which 
event A P S  shall use its best efforts to continue to provide noncompetitive services (as defined 
in the proposed Electric Competition Rules) at then current rates with respect to customer 
contracts then in effect for competitive generation (for the remainder of their term) to the 
extent not prohibited by law and subject to applicable regulatory requirements. 

7.3. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the purposes and results of this Agreement and none of the 
positions taken herein by any Party may be referred to, cited or relied upon by any other Party 
in any fashion as precedent or otherwise in any other proceeding before this Commission or 
any other regulatory agency or before any court of law for any purpose except in furtherance 
of the purposes and results of this A, oreement. 

7 . 3 .  This Agreement represents an attempt to compromise and settle disputed 
claims rezarding the prospective just and reasonable rate levels, and the terms and conditions 
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of competitive retail access, for APS in a manner consistent with the public interest and 
applicable legal requirements. Nothing contained in this Agreement is an admission by APS 
that its current rate levels or rate design are unjust or unreasonable. 0 

7.5. As part of this Agreement, APS commits that it will continue the A P S  
Community Action Partnership (which includes weatherization, facility repair and replacement, 
bill assistance, health and safety programs and energy education) in an annual amount of at 
least $500,000 through July 1, 2004. Additionally, the Company will, subject to Commission 
approval, continue low income rates E-3 and E 4  under their current terms and conditions. 

7.6. APS shall actively support the Arizona Independent Scheduling 
Administrator ("AISA") and the formation of the Desert Star Independent System Operator. 
APS agrees to modify its OATT to be consistent with any FERC approved AISA protocols. 
The Parties reserve their rights with respect to any AISA protocols, including the right to 
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to 
its existing OATT consistent with this section within ten (10) days of Commission approval of 
this Agreement pursuant to Section 6.1. 

7.7. Within thirty (30) days of Commission approval of this Agreement 
pursuant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address 
inter-affiliate relationships involving APS as a utility distribution company. APS shall 
voluntarily comply with this Interim Code of Conduct until the Commission approves a code of 
conduct for APS in accordance with the Electric Competition Rules that is concurrently 
effective with codes of conduct for all other Affected Utilities (as defined in the Electric 
Competition Rules). APS shall meet and confer with the Parties prior to serving its Interim 
Code of Conduct. 

@ 

7.8. In the event of any disagreement over the interpretation of this 
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall 
promptly convene a conference and in good faith shall attempt to resolve such disagreement. 

7.9. The obligations under this A-greement that apply for a specific term set 
forth herein shall expire automatically in accordance with the term specified and shall require 
no further action for their expiration. 

7.10. The Parties agree and recommend that the Commission schedule public 
meetings and hearings for consideration of this Agreement. The filing of this Agreement with 
the Commission shall be deemed to be the filing of a formal request for the expeditious 
issuance of a procedural schedule that establishes such formal hearings and public meetings as 
may be necessary for the Commission to approve this Agreement in accordance with 

9 



Section 6.1 and that afford interested parties adequate opportufity to comment and be heard on 
the terms of this Agreement consistent with applicable legal requirements. 

@ DATED at Phoenix, Arizona, as of this 14th day of May, 1999. 

RESIDENTIAL UTILITY 
CONSUMER OFFICE 

ARIZONA COEVIMUNITY ACTION 
ASSOC IATION 

ARIZONA PUBLIC SERVICE COMPANY 
A 

ARIZONANS FOR ELECTRIC CHOICE 
AND COMPETITIOfia coalition of 
companies and associations in support of 
competition that includes Cable Systems 
International, BHP Copper, Motorola, 
Chemical Lime, Intel, w, Honeywell, 
Allied Signal, Cyprus Climax Metals, Asarco, 
Phelps Dodge, -, Homebuilders of 
Central Arizona, Arizona Mining Industry 
Gets Our Support, Arizona Food Marketing 
Alliance, Arizona Association of Industries, 
Arizona Multi-housing Association, Arizona 
Rock Products Association, Arizona Restaurant 
Association, 7 

and Arizona Retailers Association. xx 

. .  
(Party) 

Title 

( P a p )  

BY 

Title 

(Party) 



Exhibit A 
5/10/99 
DA-R1 

Basic 
Delivery 

ELECTRIC DELIVERY RATES 

Competitive 
System Transition 

.uuZox.~ PLBLIC SERI'ICE COMP.1VY 
Phceux  4ruoru 
Filed b)- Uan Ropper 
Title: Dm7or.  Pncmg and Regulation 

Sfmonth 
41 kWh 

xc.c. No. x)L'L?; 
Tariff or Schedule So. DA-RI 
Original Tariff 
Effe'eaive: SXX .SX 1999 

S m i c e  Dimbution I Bmcfiu I Charge 
SI0 00 

SO04158 1 SO00115 I SO00930 

DIRECT .ACCESS 
RESIDESTI.4L SERVICE 

S rnont! 

Thrs schedule is available in all certifiwkd retail delivery service territory served by Company and where facilities of adequate capacity and the 
rquvcd p k e  and suitable volbge are adjacent to the premises served 

Service Dismbution B ~ n t f i u  Chargs 
SI0 00 

This rate schedule is applicable to customers receiving electric energy on a d i r a  access basis from any cenificakd Elcaric Service Provider (ESP) 
as & i d  in . L A C .  R11-2-1603. This rate schedule is applicable onlyto electric delivery required for residential purposes in individual private dwellings and 
in ind i \ idudy metered apartmenu when such service is supplied Y one point of delivery and measured hrough one meter. For those dwellings and apartments 
sherc cixmni' -ice has historically been measured through two metm, when one of the meten was installed punumt to a water hearing or space heating r3te 
scbulule no ionger ~n effecL the s l e c ~ c  service measured by such m e t m  shall be combined for billing pu 'p~ses ,  

h rate schedule shall become effective as defmed in Compwy's Terms and Conditions for Direct Access (Schedule $10.) 

UI k W h  S O 0 3 5 1 8  , 5000115 

TITE OF SERIICE 

SO00930 

S m i c e  shall be single phase, 60 Hem, at one standard voltage (120:210 or l20/208 as may be selected by customer subject to availability at the 
c u t c m e - s  p r m u e ) .  Three p h w  service is furnished under the Company's Conditions Governing Extensions of E l s d c  Distribution Lines and Services 
(Sc%&le ~ 3 ) .  Transformation equipment is included in cost of extension Three phase m i c e  is required for moton of an individual rated capacity of 7-l/2 
HP or more. 

.Ul customm shall comply with the terms and conditions for load profiling or hourly metering specified in Schedule $10. 

XlO\rnLI' BILL 

The monthly bill shall be the greater of the amount computed under .4 or B. below, including the applicable Adjustments. 
0 

\ o \  cmber - .+nl Billing Cycles (Winter): 

Basic I Competitive I/ I Deiivev I I System Transition 

(COSTISCED OX REI 'ERSE SIDE) 



DA-RI 
A C S .  No. >coo( 

Page 2 of 2 

.ADL1STA4E \TS 

1 .  When Metering, Meter Reading or Consolidated Billing arc prokided by the Customer's B P .  the monthly bill will be credited as 
follows: 

Meter 51.30 per month 
Lleter Reading 50.30 per month 
Billing fo.30 per month 

2. The monthly bill is also subject 10 the applicable propofiionate pafi of any taxes. or  govcnunrnral impositions which ere or may in 
the h U r e  be assessed on the basis of gross revenues of the Company and/or the price or revenue from the elc:tric service sold andlor 
the volume o f  energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACOL'IRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customers served under this rue schedule responsible for acquiring their own generation and any other required competitively supplied services 
6-om an ESP. The Company will provide and bill its tr.msmission and ancillq services on cites approved by the Federal Energy Regulatory Commission to 
the Scheduling Coordinator who provides lnnvnission service to the Customer's ESP. The Customer's ESP must submit a Direct r \ c c a ~  Service Requm 
pursuant to the terms and conditions in Schedule d l  0. 

ON-SITE GENERATION TERLfS AYD CONDITIONS 

Customers sewed under this nrc schedule who have on-site genmtion connected to the Company's electrical d e l i v q  grid shall enter into an 
Agreement for Interconnection with the Company which shall d l i s h  all peflinent details related to interconnection and other required service n;mdards. The 
Customer does not have the option to wll pow= and mergy IO the Company under this LUZ 

TERMS .LYD CONDITIOYS 

Tfus rate schedule is subjecl to the Companys Terms and Conditions for Standard Offer and Direct Access Services (Schedule Y1) and Schedule 
1110. These schedules have provisions that may customer's monthly bill. 



ELECTRlC DELIVERY RATES 

l _ I  
B s i c  Competitive 

Transition 
I 

Delivery System 
Service Dimbution Benefits Charge 

5 month 512 so 
Pn i\\ o s n 5  so 721 
Per i U h  for the 
t i i  2.500 L w h  
Pn ~ b - h  for the 
n e u  100 kUh per 
k U  O \ C T  5 

SO 04255 

SO 0 4 3 5  

Exhibit A 
Sl10f99 

DA-GSl 

ARIZONA PLBLIC SER\ICE COMPLVY 
Phoerux h o r n  
Filed by: Alan h p p a  
Title: Duector, Pncmg and Regulation 

AC.C. No. U7;s 
Tanfor Schedule No. D.L\-GSI 
Ongind T d  
EfFttlive: LXY LX. 1999 

DIRECT .ACCESS 
GENERU. SERVlCE 

AVAILABILITY 

This rsLe schedule is available in all certificated refail delivery m i c e  territory served by Company 3t all pinu where facilities of adequate capxi ty  
and the rquired phase and suitable volbge arc adjacent to the premises served 

APPLICATION 

This rsLe schedule is spplicible to cunomers receiving elearic energy on a direct access basis h m  any cmificawd E l d c  Sn-.icc Provider (ESP) 
as defined in A A C .  R1+2-1603. llus rate schedule is applicable to all electric service required when such service is supplied 31 one p i n t  of delivery and 
measured through one mew.  For those customem whose el&city is delivered through more than one m e w .  service for each meter shall be computtd 
separately under this rate unless conditions in accordance wth the Company's Schedule 64 (Totalized M e m g  ofbfultiplc Sewice Envvlce Sections AI a 
Single Premise for Skindxd offer and Direct Acccss Service) arc me; For those xrvice locations where el&c service has hiSt0nc;rlly been measured through 
two metm. when one of the m e w  was ihwlled pursuant to a water heating rate schedule no longa in effeLZ the elKvic h c e  measured by such meters shall 
be combined for billing p"p0sa. 

I u s  rsLe cha iu le  shall become effective as defined UI Company's T m  m d  Conditlons for Duect Access (Schedule $10) 

Tius & schedule LS not applicable to residential m c c ,  resale service or duect access service whch qualdes for Rate Schedule DA-GSIO. 

TYPE OF SERVICE 

Service &11 be single or due  phase, 60 H q  at one s c t d v d  voltage as may be selected by customer subject to availability a! the customer's 
premise. Three phast mice is furnished undcr the Compan)'s Conditions Gov-g Extmsionr of Electric Distribution Lines and Services (Schedule $3). 
Tranrfonnation equipment LS included in COS of extension Three phase service is not furnished for motors of an individual m d  capacity of less than 7-112 HP. 
except for eXinmg facilities or where total aggregate HP of all connected three phase motors exceed 12 HP. Three phase service is rquircd for motom of an 
individual rated c&n. of more than 7-1/2HP.- 

METERING FSOLIFSSIEYTS 

iUI C L I s I O r n m  S h a l l  Cornply with the terms and conditions for load profiling or hourly metering specified in the Company's Schedule #lo.  

LIOh'THLY BILL 

The monthl! bill shall bc the greater ofthe amount computed under 

.A LATE 

or B. below. including the spplicable Adjustments. 

(COSTINCED ON REVERSE SIDE) 
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4 RATE (continued) 

N o v ~ b ~  - Xlay B i l l i g  Cyc le~  ( W i ~ r )  

PRIMARY AVD TR.-LYSMISSIOU LELTL SERC'TCE. 

I .  
2. 
3 .  

For customem served at p n m q  voluge (12.5kV to below 69kV), the Distribution charge will be discounted by 1 1.6Oh. 
For customm served at fnnsmksion volugs (69kV or higher), the Dihbut ion charge will be discounted 52.696 
Pursuant to A A C .  R14-2-1612.I;11. the Company shall reuin ownership ofCunent T m f o m a ( C T ' s )  
and Potential Transformen (PT's) for those customen taking service at voltage levels of more than 2SkV. 
For customm whose metering x r v i c n  y e  provided by an ESP, a monthly facilities charge will be billed in 
addition to all other applicable charges shown above. as determined in the senice contract based upon the 
Company's cost of CT and PT ownenhip, maintenance and operation 

DETERWNATION OF KW 

The k W  used for billing purposes shall be the a v m g e  kW supplied during the 15-minue period of maximum 
dunng the month as determined born r e d i g s  of the delivery meter. 

512.50 plus 51.74 for each kW in exctss offive ofeither the highat k W  mbl i shed  during the 12 months e n d i g  with the Current month 
or the minimum kW specified in the ageernent for smice,  whichevrr is the greater. 

ADJUSTME!'.TS 

I .  When Metering, Meter Reading or Consolidated Billing arc provided by h e  Customsr's ESP, the monthly bill will be credited as 
follows: 

Meter 54.00 p a  month 
Meter Reading 50.30 per month 
Billing 50.30 per month 

2. The monthly bill is also subject to the applicable proportionate part of any taxes. or governmental impositions which are or may in 
the future be assessed on the basis of gross revenues of the Company and/or the price or r?.venue from the electric service sold andlor 
the volume o f  energy deliverad or purchased for sale and/or sold hereunder. 

SERVICES .ACOUIRED FROM CERTIFlC.4TED ELECTRIC SERL'ICE PROVIDERS 

Customen served under this rate schedule are rtsponsibic ior acquiring their orcn gsnsration and IKI) other required cornpc:itively supplied Services 
Gom an ESP or under the Company's Open .Access Trmmiu ion  TmE The Compmy will provide and bill i s  transmission and a n c i k q  s-zvices on rates 
approved by ths Ftdcral Energy Riplatory Commission to ths SchtduIjng Coordinator who provides urnmission service to the Customer's ESP. 
Customer's ESP must submit a Diren Access Semice R t q u m  ~ U K U V ~ L  :o ths temu and conditions in S:neduls : 10 

H ilrd3senlernenl 1999 TuiffDA-GSI (CTC and R4 Jdj) do; 



D A G S  1 
A C C .  No. XXXX 

Page 3 of 3 

ON-SITE GENERATIOV TER\lS i X D  CONDITTOSS 

C u a o m m  mcd under ‘ms ne schedule who have on-sitc generation connected to the Company’s eleclncal d e l t v q  f l d  shdf mlcr hto an 
Agreement for hterconncmon with LDC Company whch shall m;rbllsh 1 1 1  pertmnt d s ~ i l s  related to interconnection and other r q u u d  y n l c c  standards. The 
C u n o m a  doa not have h e  option to wll power and energy to the Company under dus lanff 

CONTRACT PERIOD 

0 - 1.999 kU‘: 
2.000 kW and above: 

As provided in Company’s standard agrement for service. 
Three (3) yeus. or longer, at Company’s option for initial period when construction is required One (1) year, or 
longer. s( Company’s option when cons*ction is not required. 

TERMS ,LYD CONDITIONS 

This rate schedule is subjtx :o Compq’s  T m  m d  Conditions for Standard Offer m d  Direct .+xes  Ssnice (Schedule = 1) m d  the Company’s 
Schedule #IO. These Schedulc  h v e  provisions thzt may aePa customer’s monthly bill. 

I H \~r&~senlcmcnl 1999’TdD \ C I S  1 (CTC m d  R4 sdj) doc 
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D A-GS 10 

Smonth 

ELECTRIC DELIVERY RATES 

Smite 1 Distribution Benefits Charcje 
52.430.00 1 

I C 7  < 7  C? P? 

ARIZONA PUBLIC SERIICE COhiP.LVY 
PhOCni% Arizona 
Filed by: Alan Ropper 
Title: Director, Pncing and Regulation 

. 4 c . c .  No. X x x X  
T a d o r  Schedule So. D A G S  10 
Original T a d  
Effective: XiX .?X 1999 

DIRECT ACCESS 
EXlRA LARGE GESERALSERVICE 

AVAILABILITY 

This rate schedule k available in all ccrtlficakd retail delivery service territory w e d  by Company at all points where facilitia of adequate capacity 
and the rquired phaw m d  suitsble voltage are adjacent to the premiss served 

APPLICATlON 

Tlus rate schedule is applicabic to customm receiving e i h c  energy on a direct access basis born m y  certiiicated E l e d c  Service Problder (ESP) 
as defined in A A C .  RI4-2-1603. Thrs ratc schedule is applicable only to custom= whose monthly maximum demand is 3.000 kW or more for three (3) 
consecutive month in any continuous twelve ( I  2) month pcriod ending with he current month Service must be supplied at one point of delivery m d  measured 
through one meter unless otherwise speclried by individual customer con- For those CuslomCIs whose elFNicity is delivered Ihrough more than one meter. 
m i c e  for each meter shall be computed sqarately under this 
Multiple Service Entrance Sections Ai a Sin& Rcrmsc for Standard offer and D u e a  Aacss  Service) we met 

unless conditions in accordance with the Company's Schedule #4 (Totalized Metering of 

This rate schedule is nor applicable lo male service. 

This rate schedule shall become effective as defined in Company's T a m s  and Conditions for Duen ACCS (Schedule #lo). 

TYPE OF SERVICE 

Service shall be 'hec phase, 60 H a  at Company's slandud voltages that are available within the vicinity of customer's prznke.  

METERING REOUIREMEXTS 

All customers shall comply With the t m  and conditions for hourly metering specified in Schedule $10. 

MONTHLY BILL 

The monthly bill shall be the g e m  of the amount compukd under A or B. below, including the applicable Adjustments. 

A RATE 

B V l C  I Competitive 1) I Delivery I Transition 

I d J . 2  , , 4 L  U L  

perk'&% 1 1 SO00999 I SO00115 I 

PRIMU?) '  AVD TiL1VSlfISSION LELTL SER'V~CE 

1 
2 
3 

For customm served 
For customers w e d  at tTammssion voltage (69kV or higher), ths DistnDulion charge will be discounlsd 36 7'0 
Pursuant to X %C R I  4-2- 16 12 K 1 1, the Company shall retain ownmhip of Current Tramformers 
(CT's) and Potential Transformers (W's) for those customers laktng s m i c e  at vollage levels of mort 
than 25 kl' For :ustomem whose rneknng smices  arc provided by an ESP, a monthly facilities charge 
will be bil ld.  m addition to a11 othm applicable charges shown above, a d e t m m e d  m the service 
contraz b a e d  upon the C o m p q ' s  c o n  of CT and PT owxnhip.  niaintenance and operation 

primary voltage (12 5kV to below 69k.V). the Dimbution charge will be discounted b) 4 8'6 

The LM uscd for oiiling pumoses shall i ~ e  tns gsai-r of 

I Tns l.W used for billing purposes sndl be me a\s:2gs LM supplied during the I .'-minure psnod (or other -<nod 35 specified by 
indiiiduai ;us;omi7 s c o n m a )  of maximum use during Lhs month  iu drtsrmined from readlngs of the dell .e)  meter 

Tm minimum A\{ spsafied in thi Igeemsnt  for scniss or indibidual customer dorm:! 2 

(COXTISUED O S  REL'ERSE SIDE) 
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' e  S2.430.00 per month pius S1.71 per kW per month. 

1 .  When Metering, M e w  Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited a s  
follows: 

M e w  SS5.00 per month 
Meter R d i n g  S 0.30 per month 
Billing S 0.30 per month 

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are o r  may in 
the funin: be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold and/or 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERllCES .ACOLlRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

C u a o m m  snved under this rate schedule are responsible for acquiring their oun generation and any otha required compctrljvely supplied services 
kom an ESP. T he Company will provide and bill i t s  transmission and ancillary services on rates approved by the Federal Energy Regulator). Commission to 
the SstrQLing Coordinalor who provides transmission service to the Customer's ESP. The Customer's ESP must submit P Direct .L\ccss S m i c e  Request 
purnrant to the trnns and conditions in Schedule $10. 

OS-UTE GEhTkATIOI.; TERVS .&YD CONDITIONS 

CLLaomers served under h.s  rate schedule who have on-site generation connecttd to the Company's electrical deiivery @ i C  sfla11 enter into an 
AgrcazaI f a  hk rconnedoo  with the Company which shall establisn all pertinent details r e l a d  to inlerconneclion and other requued service s3ndards. The 
C u n w ~ r  das not have the option to wll power and energy to the Company under this W. 

CO\lR-\CT PERIOD 

For m i c e  locations m: 

a) Isolated Areas: Ten (IO) yean. or longer, at Company's option with standard seven (7) year termination pCriod 
b) Other .beas: Three (3) yeus. or longer. at Company's option 

TER\fS LXD CONDITIONS 

Thr, cue schedule is subject to Companys T m  and Condltlons for Standard offer and Drect rZccrss Service (Schedule = I )  and the Company's 

e 
Schdulc = I O  These schedules have pmwsions that may aEcct culiromer's monthly bill. 

H I r a  Scnlcmmt 1999~Tmff\DA-GS10 (CTC and RA adj) doc 
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DA-GS11 
ELECTRIC DELIVERY RATES 

ARIZONA PUBLIC SERLICE COMPrtVY 
Phoenix Arizona 
Filed by: Alan hopper 
Title: Director, Pricing and Regulation 

A C S .  No. ?XXX 
T d o r  Schedule No. D.4GS 1 1 
Original Tariff 
Effective: ;yxY Xi. 1999 

DIRECT .ACCESS 
W T O N  P L W A  

AVAILABILITY 

7 h  rate schedule is available tn 311 cert l f iutcd retail delivery service tcmtory served by Company all potnu where f aa l t t r a  of adequate capacity 
and the requoed phase and suitable voltage are d j ~ d  to the prenusa served 

APPLICATION 

This rate schedule is applicable only to Ralston &a (Site $863970289) when it receives electric m a g  on a direa access basis h m  any 
certificated Electric S m i c e  Provider (ESP) as deftned in AAC.  R14-2-1603. Service musl be supplied .s specified by individual customer mnfract and the 
Company's Schedule ;;4 (Totalized Metering of Multiple Service E n m c e  Sections At a Single Remi= for Standard Offer and Direct Access Smice ) .  

This rate schedule is not applicable to resale sewice. 

llus rate schedule sirall become e f f d i r e  s deftned m Company's T e r n  md  Conditions for D u c a  A c e s  (Schedule $10) 

TYPE OF SERVICE 

S m c e  shall be three phase. 60 Hcm.  at 12.5 kV. 

METERING REOUTRESi EbTS 

Customer shall comply with the tcnns and conditrons for hourly metering speclfied in Schedule X10 

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or 6. below, including the applicable Adjustmmu. @ A R A E  

Basic Competitive 
Delivew System Transition 

DETER.MIN4TlOV OF KW 

The kW used for billmg purposes shall be the greata of 

1 Tne k W  used for ~ i l l m g  purposes shall be the average k W  supplied dunng the 15-minute penod (or othcr p m d  as spectfied by 
mdividual customer s contract) of m a m u m  use dunng the month as detcmuned from readmg ofthe d c l t v q  meter 

The minrmum kU' spec&ed m the agrement for s m i c e  or individual cuslomer contract 2 

S2.430.00 per month plus 5 I 74 per k W  per month. 

ADJUSThlEbTS 

I .  \%en Sirtenng. Xlikr  Rcading or Consolidated Billing are provided b y  the Customer's ESP. the monthly bill will be credited as 
follows: 

Aieter 
Xletsr Rsadmg 
Billing 

SS 5 00 per month 
5 O.U per month 
5 0 30 pcr month 

2. The monthly bill is also suDje:t to the applicable proponionare pan of any taxes. or governmental impositions which are o r  may in 
the future De assessed on the basis of gross revenues of h e  Company andior the price or revenue from the elcctri: service sold and/or 
the volume of energy delivered or purchased for sale andior sold hereunder. 

(CONTINLZD ON RECZRSE SIDE) 
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SERi lCES ACOURED FROM CERTIRCATED ELECTRIC SERWCE PROVIDERS 

Cunomer is responsible for acquiring IS own gfflmtion and any other rquired compaitively supplied services &Om an ESP. T he Company will 
proLi& and bill i t s  -mission and ancillary mi- on rates approved by the Fedem1 Energy Rcgdatoq Commission 10 the Scheduling Coordinator who 
proLidcs aynrmssion m i c e  to the Customer's ESP. The Customer's ESP must submit a Direct A c c m  S&Cc Rcqucst p u W J ~ l ~ 0  the terms and conditions 
in Sch-=dule = 10. 

ON-SITE GEhTR4TION TZRLIS AND CONDITIONS 

lf CustOma has on-site generation c o ~ e c t e d  10 the Company's elccrricd delivery grid. it shall en& into an &WCmmt for hlcrconnection with the 
Company uhich shall acablish all pertinent details related to interconnection and other required service s land~ds.  The Customer do- not have the option to 
sell p w a  mi enme, to the Company under this tyitL 

TER\fS L\D COSDITIONS 

This KUC schedule is subject to Company's Terms and Conditions for Standard Offer and Direct Access Service (Schedule g1) and the Company's 
Schedule =lo.  T h e  schedules have provisions that may deet cus;omer's monthly bill. 



ELECTRIC DELIVERY RATES 

Basic 
Delivery 

Exhibit A 
5/13/99 

DA-GS12 

Dimbution Dimbution Competitive 
at F'nmary at Transrmssion System Transition 

ARLZONA PUBLIC SERLqCE COMP.LVY 
Phoenix. Anzona 

S'month 
"a? ku' 

Filed by: Alan Ropper 
Title: Dmctor. m c m g  and Regulation 

S&ce voltage Voltage Benefits Charge 
S2.430.00 

c 7 7 <  C I  7 1  C l  < A  

AC.C. No. nxK 
T d o r  Schedule NO. DA-GSI2 
Original T d  
Effective: X?X LS, 1999 

DIRECT ACCESS 
BHP COPPER 

This rate schedule is available in all cmlficdcd retjil delivny v n i c e  territory served by Company at all points where facilities of adequate capacity 
and the required phase and suitable voltage y e  adjacent to the premixs w e d .  

APPLICATION 

This rate schedule is applicable only to BHP Copper (Site #774932285) when it receives electric energy on a dired access basis &om any 
c&ifiuted Elecvic Service Provider (ESP) as defined in A A C .  R14-2-1603. Service mug be supplied as specified by individual cusromrr contract and the 
Company's Schedule 1"4 (Toulized Metering of bfultiple Service Entrance Sections At a Single Remise for,Standard dffcr and Direct Access Smice ) .  

This rate schedule is not applicable to m a l e  service. 

This rate schedule shall become effective as defied in Company's T m  and Conditions for Dired Access (Schedule $10). 

TYPE OF SERCICE 

Service shall be three phase, 60 H G  at 12.5 kV or higher. 

METERING REOLTREMEXTS 

Customer d u l l  cornply with the terms and conditions for hourly metering specified in Schedule # 10. 

1 ...&.J, , -',.I/. I I ._I,.>' 
-. .. 

Der kb'h I 1 so.oo66s 1 S0.00346 SO.00115 1 

PRISf.4RY .&ID TRASS\IISSION LEL'EL SERVICE: 

Pursuant to .!LAC. R14-2-1612.K.11. the Company shall retain ownership ofCurrenl Trvlsformen (CT's) 
and Potential Transformers (PT's) for those customm taking service at voltage levels of more than 2s  kV. 
For a s t o m a  whose metering services are provided by M ESP. a monthly facilities charge will be billed. in 
addition to all other applicable charges shown above, 51 determined in the service conKacI based upon the 
Company's cost of CT and PT ownership. maintenance and operalion. 

DETERI[INATIOS OF K W  

The k W  used for billmg purposes shall be the greater of: 

1 The LLI' used for billing purposss shall be the avcragr kW supplied dunng IJX 3O-rnlnuts period (or other penod as specificd by 
individual cusiomsr's LonKaot) of maximum uss during the month. u dcrctmined from rcadings of the delivery meter. 

7 n e  minimum k\v specified in h e  ageemsnt for sewice or individual customer contract. 2. 

$2.430 00 pcr month plus Si 74  p t r  k h '  per month. 

(COSTINLTD ON REVERSE SIDE) 
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ADJUSTMEhTS 

I .  When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as 
follows: 

M e w  SSS.00 per month 
.Meter Reading S 0.30 per month 
Billing S 0.30 per month 

2. The monthly bill is also subject to the applicable proponionate pan of m y  taxes. or govcnunenlal impositions which are or may in 
the future be assessed on the basis of gross revenues of the Company andlor the price or revenue from the electric service sold andlor 
the volume o f  energy delivered or purchased for sale and/or sold hereunder. 

SER\JCES .4COL'IRED FROiM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customer is responsible for acquiring iu own generation and any other required competitively supplied services from an ESP. T he Company will 
pro\idc and bill iu m m i s s i o n  and ancillary services on mtes approved by the Federal Energy Regulatory Commission 10 the Scheduling Coordinator who 
pro\ida oYrrmission senice 10 the Customer's ESP. The Customer's ESP must submit a Direct Access Service Rtqucst punuant to the terms and conditions 
in Lcdulc -10. 

OY-SITE GEVERATlOX TERMS AYD CONDITIONS 

IfCw;loma has on-site generation connected to the Company's elsctncal delivtry pnd it shall enter mto M 4greement for herconnection w t h  the 
Cornpan! utuch shall aubl lsh all pcrtmmt detJils related to mterconneCtion md other requucd Servlce standuds The Customer does not have the optlon to 
sell poua d mergy to thc Company under thls rylff 

This race schedule is subject to Company's Terms and Conditions for Standard mer and Direct Accss Service (Schedule $1) and the Company's 
ScMule -10. T h e  schedules have provisionr that may afFect customer's monthly bill. 
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DA-GS13 
ELECTRIC DELIVERY RATES 

ARIZONA PUBLIC SERLICE COMPANY 
Phoenix Arizona 
Filed by: Alan Propper 
Title: Director. Pricing and Regulation 

AC.C. No. ZYW 
T d o r  Schedule No. DAGS13 
Original Tad7 
Effective: XXX XX. 1999 

DIRECT ACCESS 
CYPRUS BAGDAD 

AVAILABILITY 

This r~ le  schedule is available in all cmficated retail delivery m i c e  territory s m e d  by Company at all pints where facililies of adequate capacity 
and the required phase and suitable voltage =e adjacent to the premises sewed 

APPLICATION 

This rate schedule is appliublc'only to Cypw Bagdad (site $120932284) when it receives electric energy on a direct access basis &om any 
cmificated El&c Service Ro\ider (ESP) as defined in AAC.  R14-2-1603. Service must be supplied as specified by individual customer conlrad and the 
Company's Schedule &4 (Totalized Xle tcr in~  of Multiple Service Entrance Sections Af a Single R& for S h n d u d  Offer and Direct Access Senice). 

This  rate schedule is not applicable to resale service. 

This rate schedule shall become effective as defied in Company's Terms and Conditions for Dired Access (Schedule $10). 

TYPE OF SERVICE 

Service shall be three phase. 60 H a  ax 1 IS kV or higher. 

hfETERING REQLrIRENEhTS 

Customer shall comply with the term and conditions for hourly metering specified in Schedule $10. 

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or B. below. including the applicable A d j m e n t s .  m 
A RATE 

Basic Competitive 
Transition 

PRIMARY AND TTL-LVSSfISSION LEVEL SERVICE: 

Pur~umt lo A A C .  R14-2-1612.K1~, the Company shall retain ownmhip ofcurrent Transformen (CT's) 
m d  Potential T m f o r m m  (PT's) for those customen taking m i c e  at volbge levels of more than 25 kC'. 
For customm whose metering services are provided by an ESP. a monthly facilities chmge will be billed in 
addition to all otha  applicable charges shown above. as determined in the service contran based upon the 
Company's con of CT and PT ownenhip. maintenance and opsmtion. 

DETERMIS.-\TIOS OF K W  

The k W  used for billing purposes shall be the greater of 

1. The kW used for billing purposes shall k the average kU' supplied during the 30-mInuts period (or other pcriod as specified by 
individual customer's contran) of maximum use during the monrh. as determined from reading of the d e i i v w  meter. 

The minimum kW y c i f i e d  in the agresmmt for senice or individual customer ConUaCl 2. 

52.430.00 per month plus SI 7 :  per kLV per month. until J u n t  30. 2004 \then this minimum \vi11 no longer be applicabie. 

(COSTISLZD O S  REVERSE SIDE) 



DAGS 13 
AC.C. No. xt73: 

Page 2 of2 

I .  When !&kring. Meter Reading or Consolidated Billing are provided by the Cuuomer's ESP, the monthiy bill will be credited as 
iollow~: 

.Meter S55.00 per month 
Meter Reading S 0.30 per month 
Billing S 0.30 per month 

2. The monrhly bill is also subject to h e  applicable proponionate part of any Idxes, or govemcnUl  impositioru which are or may in 
the iunrrc be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold and/or 
the volune of energy delivered or purchased for sale and/or sold hereunder. 

SERVlCES .ACOClRED rTOXI CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Cumncr is q n s i b l e  for acquiring its own generation and any other required competitively supplied services &om an ESP. T he Company will 
provide and bill IU mnsmission and ylcilljry services on T a l e s  approved by the Federal Energy Regulaq '  Commission lo the Scheduling Coordinator who 
provides tmnsmsion sc-\-iie to the Customer's ESP. The Customer's ESP must submit a Duea Access Service Request pursuant IO the Lcrms and conditions 
in Schedule = I O  

ON-SITE GE\TXATIOS TERLIS .&VD CONDITIONS 

ff cua0m.s &u on-sik generation connected to the Company's cle&cd delivery fid, it shall enter into an &feemen1 for htcrcomedon with the 
Company uiu& siull d l i s n  211 p d n e n t  deuils related to interconnection and other required service stmdrrrds. The Customer does not have the option to 
sell power and 

TERiIS .&\D C O S D E O S ' S  

UJ h e  Company under 011s LVIE 

Tnis cut s c ~ l e  is subjea to Cornpan's Terms and Conditions for Styldard Offer and D(rca Access S&CC (Schedule $1) and the Company's 
Schedule - 1  0. 7%- s;5&~ls have provisions that my d e e a  cusomer's monthly bill. 

H 'id3 Ssnlcrr.nr IF99 T d D ; \ - G S  13.doc 
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EXHIBIT C 

Generation assets include, but are  not limited to, APS' interest in the following 
generating stations: 

Palo Verde 
F o u r  Corners 
Navajo 
Cholla 
Sa, w a r 0  
Ocotillo 
West Phoenix 
Yucca 
Douglas 
Childs 
Irving 

including allocated common and general plant, support assets, associated land, fuel 
supplies a n d  contracts, etc. Generation assets will not include facilities included in 
APS' FERC transmission rates. 



E,YHIBIT D 
Affili3te Rules Waivers 

R14-2-501(5) and R14-1-80;, such that the term “reorganization” does not include. and no 
Commission approval is required for, corporate restructuring that does not directly involve the 
uriliry disuibuuon company (“UDC”) in the holding company. For example, the holding - 
company may reorganize. form. buy or  sell non-UDC affiiiates. acquire or divest interests in 
non-UDC afi-hates. etc.. without Commission approval. 

R13-2-805(.4) shdl appiy oniy to the UDC 

R 1 4-2 - 8 0 5 (A)( 2) 

R14-2-805(A)(9>, (IO), a d  (1  1) 

Recision of Prior Commission Orders 

0 Section X.C of the “Cogeneration and Small Power Production Policy” attached to Decision 
No. 52335 (July 27, 1991) resarding reporting requirements for cogeneration dormation. 

Decision No. 551 18 (July 21. 1986) - Page 15: Lines 5-1/2 rhrough 15-1/21 Finding ofFac t  
No. 23 relating to reponing requirements under the abolished PPF.AC. 

Decision No. 5 5 8  18 ( D e c d e :  14. 1987) in its entiretl;. Ths decision related to APS Schedule 
9 (Indusoial Deve!oprnenI Rare) w h c h  was terminated by the Commission in Decision 
Xo.  59329 (October 1 1. 1995). 

9th m d  10th Oriei-ir-!s Px,-agra.phs of Decision So. 56450 (April 13. 1989) regarding reportin2 
requirements u n c x  the zbclished PPF.-i\C. 
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APS STRANDED COST CALCULATION 

FILED 8/21/98 



.- . - I  

r. 

ri 
x: ci 

r i  

". 

- I %I 

2 - d  
c - 
m .. 

7 x  c c  

a 
N .- 
a e - -  - ri 

e. ". 

3 rl 



SCHEDULE JED4 

APS RESIDENTIAL PHASE-IN PLAN 

FILED 12/21/98 



Pho* Arizona GOO7 

DearMr. Williamson: 

On September 15, 1998, pursuant to D G o n N o .  61071, Arizona Public Service 
Company submitted a Residential P b h  Program proposal. On October 19, 1998, Staf f  
approved APS’s proposal as written. Pursuant to DecisionNo. 61272, APS is submitting a 
revised copy of our Approved Residential Phase-h Program reflecting the change in the “Rules” 
increasing the number of residential customers eligible for direct access. 

A copy of this dodinkt and the attached letter is being fled in Docket Control for 
interested parties. 

If you have any questions, please contact me at 250-203 1. 

Sincerely, 

Barbara A Klemsthe 
Manager 
Regulatory A f f a i r s  

I Enclosure 



12/18/98 ' a- ARLZONA PUBLIC SERVICE COMPANY 

DIRECT ACCESS RESlDENllAL PHASE-IN PROGRAM 
IMPLEMENTATION PLAN 

L GENERAL DESCRIPTION 

The residential phase-in program has been developed to provide a means by which 
Arizona Public Service Company ("APS" or "the Company") will provide current and 
new residential customers with the opportunity to procure competitive services fiom a 
source other thaR APS. This plan describes notification procedures, selection, and 
tracking mechanisms necessary to meet the A r i Z o ~  Corporation Commission's ("ACC" 
or "the Commission") requirements as set forth in AAC.Rl4-2-1604 (Rule 1604.) 

General 
The Arizona Cormration Commission requires that a minimum of 1?4% of residential 
customers have *access to competitive electric services. The number of eligible 
residential customers will increase by an additional l%% every quarter until January 1, 
2001. In accordance wizh these rules, approximately 1% of APS' 685,672 residential 
customers (as of July 1998) or 8,750 residential customers; (the actual number of 8,570 
was rounded upward) will be eligible for competitive electric service beginning J a n ~ m y  
1, 1999. Each subsequent quarter, an additional 8,750 residential customers will be 
eligible for direct access. 

Solar 
All residential customers who produce or purchase at least 10% of their annual electricity 
consumption from photovoltaic or solar thermal energy resources that were installed in 
Arizona after Januar)! 1, 1997 shall be eligible for participation in a competitive market. 
Customers who provide evidence of such solar or photovoltaic consumption to APS (i.e. 
an equipment purchase receipt or Energy Service Provider resource statement) will be 
declared eiigible. This will be in addition to the above-mentioned residential eligibility 
(8,750 eligible residential customers per quarter) and will not be considered as part of the 
20% of 1995 system peak demand otherwise eligible for direct access. Solar or 
photovoltaic customers must also identify themselves 8s such through their ESP for 
immediate processing of a service request. APS resewes the right to implement policies 
to verify and track eligibility of photovoltaic and solar energy resources. 

Low-Income Residential Customers 
To ensure that low-income residential customers (customers on Rate Schedules E-3 and 
E-4) have an opportunity to participate in direct access, '/2 of 1% of the low-income 
residential customers (there are approximately 26,000 customers on E-3 and Ed) will be 
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eligible for direct access and not counted towards the 20% of system peah: demand. This 
results in 150 per quarter or 1,200 in total. 

m. CdCU l d o n  of Reserved Residential Load 
Each affected utility is required to make available at least 20% of its 1995 system retail 
peak demand for competitive generation on a first-come first-serve basis. Twenty 
percent of APS’ 1995 system retail peak demand of 3,725 mW is 745 mW (demands 
measured at the meter). To calculate the propohon of the 745 mW that must be 
“reserved” for residential direct access, a system peak coincident demand of 3.30 kW (as 
estimated fiom APS’ ongoing load survey program) was used for each eligible residential 
customer. The following calculation was then used to estimate the residential “reserved” 
portion of the APS load available for competitive generation‘ 

Reserved Load = Total # Residential Customers Eligible x 3.3 k W  
or 

Reserved Load = (8,750 x 8) x 3.3 = 23 1 mW 

Where: 8,750 = The number of residential customers eligible per quarter 

January 1,2001 
8 = The number of quarters between January 1, 1999 and 

3.3 = Average residential system peak coincident demand 

The amount of load available for competitive generation for non-residential customers is 
then 5 14 m W  (745 mW less 23 1 mW). 

. .  

N. PROCESS FOR CUSTOMER NOTIFICATION OF RESIDENTIAL PHASE-IN 
PROGRAM 

APS will implement a notification process to inform all APS residential customers 
concerning the residential phase-in program. This notification process is designed to 
inform APS’ residential customers concerning the applicable provisions and eligibility 
requirements set forth in AkC.R14-2-1604@). Based on consumer response, A P S  will 
evaluate the appropriate means of ongoing notification during the phase-in period. 

Bill inserts will be sent to all residential customers upon Commission review of the 
Company’s Implementation Plan. This bill insert will, at a minimum, contain the 
fol1 owing informat ion: 

A The qualification requirements for residential customers set forth in A.4.C.Rl4-2- 
1604(B). 

B. Residential phase-in program direct access eligibility dates. 

Page 2 
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C. A reply card to request additional informdon 

D. A phone number for customers to call and ask questions or request additional 
information. 

New residential customers (those connecting service after October 31, 1998) will be 
notified about direct access through the existing customer kit process used to welcome 
new customers. 

V. CUSTOMER EDUCATION AND INFORMATION SERVICES TO BE OFFERED 

Coincident with the bill insert, APS will offer customer education and information 
Services such as online services, media relations, bimonthly publications, public 
presentatiodforums, direct mailings5ill communications and Spanish translations where 
appropriate to all APS residential customers concerning competition (including the 
residential phase-in program). 

The information provided on the bill insert and reply form will be available on the APS 
Internet web site so customers can access and review the notification literature. The web 
site WiII identi@ locations where reply cards are available or customers can provide their 
name and address on-Iine and have an information packet sent to them 

Upon receipt of a customer reply card or customer request, a direct access customer 
information packet will be provided. 

A separate direct access phone line in Phoenix has been established to answer questions 
and handle information requests. The APS Customer Solutions Center 800 number will 
also be provided to customers as a communication link to answer direct access questions 
and handle information requests. These phone numbers will be included in bill inserts, 
advertising, and customer information packages. 

. .  

VI. SELECTION AND TRACKING MECHANISM FOR RESIDENTIAL CUSTOMERS 
BASED ON A FIRST-COME FIRST SERVE BASIS 

Residential customers will be eligible for access on a first-come first-serve basis. 
Customers must actually choose an alternative energy supplier and have that supplier 
submit a request to switch which will be counted. The time that the request to switch is 
received by APS will be used to estabIish priority for direct access. The first 8,750 
requests that are accepted will have access in the first quarter and any requests in excess 
will be put on a waiting list for the next quarters prioritized by time received. This 
selection method has several advantages: 1) it will ensure that access slots do not go 
unused (only customers committed to choosing an alternate supplier will have access), 2) 
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there will not be an digibility list that has to remain confidential, and 3) ESPs will be 
able to market to the class as a whole d e r  than ody a small segment. 

As a result of the ACC workshop process, APS has developed a Direct Access Senice 
Request (^DASR”) process to fkcilitate direct access. This process enables A P S  to track 
customer switching to and between Electric Senice Providers (‘ESPs”), veri@ customer 
eligibility during the direct ~ccess phase-in period, and provide a timing mechanism to 
place requests in a sequential order based on the t h e  they were submitted to APS. The 
DASR will be the mechanism used to track customers on f i r s t a m e  first-serve basis. 

To educate ESPs and ensure the process moves smoothly as possible the Company will 
have an ESP Open House in October. Additionally, an Internet site has been established 
were ESPs can access information. 

DASR Process 
Customers wishing to select direct access will contact their preferred ESP. The ESP will 
then prepare DMRs and submit them to APS. DASB will be time and date stmped 
upon receipt by APS to track the order of receipt. APS will respond back to the ESP, on 
valid DASRs, a DASR status of “accepted” until the remaining slots are filled. 

APS will begin accepting DASB for the first quarter on December I, 1998. A P S  will 
monitor both the number of customers that have effectively switched to direct access and 
are receiving competitive services as well as the number of DASRs that are accepted and 
assigned a switch date within the quarter. The quarter will be closed once APS has 
accepted D M R s  for the total number of customers eligible in that quarter. 

As the DASRs are accepted, A P S  will respond to the ESP confirming the change date. 
Once the quarterly requirements have been filled, all subsequent DMRs will be held in a 
pending status, establishing a waiting list, until the first business day one month prior to 
the proceeding quarter. On that day, APS will begin processing the pending DASRs fiom 
the waiting list in the order they were received for the next quarter. A P S  will respond 
back to the ESP, for valid DASRs, an accepted status as well as assign the next scheduled 
read date for the switch date. 

APS will maintain a waiting list of up to 61,250 DASRs. If the waiting list is hll,  no 
hrther D A S B  will be accepted. APS will update the newly created -4PS ESP Internet 
site with eligibility and waiting list status. If a DASR is submitted for a frrst time Direct 
Access customer and is rescinded before the effective switch date, the customer will not 
be given preferential treatment over other first time Direct Access customers. An ESP 
cannot submit changes to a DASR that is on the waiting list. The only action that can be 
taken by the ESP is a cancellation. Once the DASR is processed and the ESP has 
received an accepted status, the ESP may then initiate any appropriate changes. 

Customers may elect to change ESPs during the phase-in period. The ESP acquiring the 
customer is responsible for submitting a DASR change. Eligibility follows the residential 
customer and not the site location (that is, service address.) However, if an eligible 
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customer returns to a standard offer rate, then they must reapply for competitive 
eligibility through the DASR process. 

VII. -LOADPROFILING * 

Under FERC Order 888 (Open Access Transmission), APS as a control area operator, 
requires hourly loads fiom each Scheduling Coordinator (either the ESP itself or a 
mutuaIIy agreed upon third party) for energy imbalance and settlement. Pursuant to 
R14-2-1613(J.7) residential customers with loads of 2OkW ( or 100,OOO kwh annually) 
wiI1 be permitted to use load p r d i n g  to satzsfjr the reqUirements for hourty consumption 
data APS Will make a revised OAT filing With FERC to accommodate retail direct 
access. The load profiling methodology will be part of that filing and must be approved 
by FERC. Each scheduling coordinatois hourly-profiled and hourly-metered loads will 
be summed for each hour to determine its hourly responsibilities for settlement. 

The load profiling process takes the retail customers cumulative kilowatt-hour (kwh) for 
the billing cycle and allocates it to each hour in-the cycle based on a load curve 
developed fiom a staticaily valid sample set t b t  is representative of the retail customefs 
load. 

The allocation process involves: 

1. Determining the representative sample set's ratio for each hour, by dividing each of 
its hourly loads by its total usage for the billing cycle. The billing cycle starts the 
-hour and date that the retail customer's meter was last read and stops the hour and 
date of the current read. 

2. The ratio for each hour is then multiplied by the retail customer's total kWh usage 
fer the billing cycle to obtain each hourly load for that customer. 

During the phase-in, APS plans to use two segment sets. These are high country 
residential and low country residential. Customers will be assigned one of these two 
profiles based upon the geographic area in which they reside. 

Initially these profiles will be static. That is profiled loads will be developed based on 
the static profile then adjusted to reflect the profiled days system load pattern. The 
adjustment is needed to reflect changes in the system due to weather and other system 
conditions. The adjustment will be determined for each hour using the following 
formula: 

% 

Adjustment = A P S  current Svstem profile ratio for hour 
A P S  historic system profile ratio for hour 

Static profiles will be provided when they are available. APS estimates that by 2001, 
dynamic profiles will be utilized. 
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QUALIFICATIONS 

Please state your name and business address. 

My name is John H. Landon, and my business address is Two 

Embarcadero Center, Suite 1 160, San Francisco, California, 94 1 1 1. 

What is your current position? 

I am a principal and director of the energy and telecommunications 

practice of Analysis Group/Economics, an economic consulting firm. 

I have included my CV as Exhibit 1 in this testimony. 

Please outline your educational background. 

I received a B.A. degree with highest honors from Michigan State 

University with a major in economics in 1964. I subsequently 

attended graduate school at Cornel1 University, where I was awarded 

an M.A. in economics in 1967 and a Ph.D. in the same field in 1969. 

Where were you employed after leaving Cornell University? 

I served on the faculty of Case Western Reserve University from 1968 

to 1973, rising from the rank of assistant professor to associate 

professor, and on the faculty of the University of Delaware from 1973 

to June 1977 as an associate professor. 

Which subjects did you teach during this period? 

I taught microeconomics, industnal organization, antitrust economics, 

regulatory economics and economic forecasting. 



e 
l 

e 

1 Q* 
2 

3 A. 

4 

5 

6 Q* 
7 A. 

8 

9 

10 

11 

12 

13 

14 Q. 

15 A. 

16 Q. 

17 

18 A. 

19 

20 Q. 

21 A. 

22 

Where were you employed after leaving the University of 

Delaware? 

I was employed by National Economic Research Associates from 

19'77 to 1997 as a Senior Consultant, Vice President, and Senior Vice 

President and member of the Board of Directors. 

What was the nature of your assignments at NERA? 

iMuch of my work at NERA was on issues relating to the application 

of economic principles to the electric utility industry. I participated in 

numerous projects addressing economic and related antitrust issues 

before the Federal Energy Regulatory Commission (FERC), the 

Nuclear Regulatory Commission (NRC), the Securities and Exchange 

Commission (SEC), state regulatory commissions, and federal and 

state district courts. 

When did you join Analysis Group/Economics? 

I joined in March of 1997. 

Are your assignments at Analysis GrouplEconomics similar in 

nature to those you pei-formed while with NERA? 

Yes. In addition, I serve as director of the energy and 

telecommunications practice at Analysis Group/Economics. 

Have you previously testified? 

Yes .  

courts and reeulatorv agencies on a varietv of matters. 

I have testified on many occasions before state and federal 

ANALYSIS GROU P/E~~nomic;c 9 2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 
A. 

Q. 

A. 

Q* 
A. 

Have you testified before the Arizona Corporation before? 

Yes. I have submitted testimony before this Commission on a variety 

of rate and regulatory matters, including incentive pricing, stranded 

cost recovery, and other electric industry restructuring issues. 

Have you participated in retail access or electric restructuring in 

jurisdictions other than Arizona? 

Yes. I have been involved extensively with retail access or 

restructuring issues in Arizona, California, Delaware, Florida, Illinois, 

Iowa, Louisiana, Maryland, Michigan, Nevada, New York, Ohio, 

Oregon, Pennsylvania, Texas, and in the Province of Alberta. Outside 

North America, I have participated in teams working on these issues in 

the U.K., Chile and Colombia. I have testified in Arizona, California, 

Delaware, Florida, Illinois, Iowa, Maryland, Michigan, Nevada, 

Pennsylvania, and Texas on these issues. 

Have you testified on the subject of stranded investment? 

Yes. I have testified on stranded investment issues in Arizona, 

Delaware, Iowa, Michigan, Pennsylvania, Texas, and before the 

Federal Energy Regulatory Commission. I have also assisted utilities 

in negotiating with large customers on issues relating to stranded 

investment recovery. 
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111. 

Q- 
A. 

PURPOSE OF TESTIMONY 

What is the purpose of your testimony? 

I have been asked by Arizona Public Service Company (APS or 

Company) to evaluate its recent application for approval from the 

Anzona Corporate Commission (ACC or Commission) of a settlement 

agreement (Agreement) between APS and a broad coalition of 

consumer interests. 

EXECUTIVE SUMMARY AND ORGANIZATION OF 

TESTIMONY 

Please summarize your testimony. 

In general, I find the Settlement Agreement to be consistent with 

sound economic principles and believe that the Commission approval 

would serve the public interest. More specific, I believe that the 

Agreement 

would facilitate a rapid transition to competition in retail 

electricity, which in turn will benefit consumers through greater 

choice and lower prices for electric services; 

provides benefits to both consumers and shareholders; 

fairly allows shareholders an opportunity to recover regulatory 

assets and stranded costs, although I believe the Agreement will 

cause A P S  to significantly under-recover these costs; 

places a significant amount of risk for stranded cost and regulatory 

asset recovery on A P S  shareholders; 
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provides APS with several powerful mitigation incentives; 

has a strong consensus of support from consumer and business 

2 oroups in Arizona. 

How is your testimony organized? 

I divide my testimony into seven ensuing sections. Section IV 

highlights the major provisions of the Agreement. Section V explains 

how the Agreement should help usher in competitive electricity 

markets in Arizona. Section VI discusses the rate cuts explicitly 

outlined in the Agreement. Section VI1 addresses market power issues 

and concerns. Section VI11 discusses APS’s regulatory asset and 

stranded cost figures in the Agreement and provides arguments that 

A P S  is likely to significantly under-collect on these costs. Section IX 

discusses the savings in time and resources that the approval of the 

Agreement produces and notes that the Agreement has the 

endorsement of consumer groups in h z o n a .  Section X provides my 

final conclusions. 

OVERVIEW OF THE AGREEMENT 

Please summarize the major provisions of the Agreement. 

The major provisions of the Agreement are as follows: 

1. Retail access begins immediately upon both Commission approval 

of the Agreement and enactment of the Electric Competition Rules, 

which could come as early as August 1, 1999. Retail access will be 

phased in at different times for different customer groups, with full 
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V. 

Q* 

A. 

open access assured by January 1, 2001. This is a rapid transition 

to competition. 

2. APS will enact annual rate cuts during the 1999-2004 transition 

period, with the size of the reductions differing by customer class. 

3. A P S  will continue to recover its regulatory assets and will be 

allowed to recover $350 million (in net present value terms) of its 

regulatory assets and stranded costs through a monthly competitive 

transition charge (CTC) until July 1, 2004. Market participants and 

consumers should benefit from a relatively short and well-defined 

recovery period. 

4. A P S  will transfer its competitive service assets at book value to a 

separate, unregulated subsidiary by December 3 1, 2002. 

5 .  A P S  and all signatories to the Agreement will withdraw their 

appeals of the Commission’s competition orders and regulations. 

I will discuss these provisions in more detail later in my testimony. 

ESTABLISHMENT OF RETAIL COMPETITION 

What are the main benefits of open retail access and a competitive 

energy market? 

In economic theory and practice, competitive markets maximize 

consumer welfare. In competitive markets, firms use fewer resources 

in the production of goods and services (technical efficiency), price 

goods and services to allocate society’s resources to their highest- 

valued uses (allocative efficiency), and introduce new products and 

innovative methods of production to gain competitive advantage 
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(dynamic efficiency). Firms that enjoy legitimate competitive 

advantages such as economies of scale and scope, brand name 

recognition, and goodwill pass these advantages on to customers in 

the form of lower prices. The net result is that customers are made 

better off, goods and services and production methods continuaily 

evolve to better meet customers' needs at lower costs, and only the 

most efficient firms survive. 

Under open competition, firms have the strongest incentive and 

pressure to improve products, services, and production processes 

relative to rivals and to innovate in order to capture the financial gains 

from market superiority. Successful firms earn higher profits and 

prosper. Unsuccessful firms, with higher costs and poorer quality 

products and service, lose sales. Buyers are left with the most skillful 

entrepreneurs and best products and services, all offered at the most 

attractive prices. Technological gains in products and production 

processes are stimulated by market incentives. Competitive pressures 

require firms to adopt the most efficient means of production, 

distribution, marketing, and organization. Because competitive prices 

reflect marginal costs, society's scarce resources are allocated in the 

most efficient manner. 

Q. Does the Agreement further the attainment of these benefits? 

A. Yes, it does. The Agreement has numerous pro-competitive aspects. 

It ushers in consumer choice very rapidly by beginning open access 

immediately upon approval and upon enactment of the Electric 

Competition Rules and by allowing for full open access within two 



1 years. It addresses concerns about market power, which I discuss in 

more detail below, by outlining a transfer of APS’s competitive assets 

to an affiliate, calling for new affiliate relation rules, and pledging 3 

4 support for independent control of transmission assets. Further, it 

5 benefits consumers by implementing significant rate cuts. Finally, it 

6 handles the recovery of regulatory assets and stranded costs in i! 

7 manner that will not distort customer choice or the formation of a 

8 competitive market. 

m 2  

9 Q* 
10 

11 A. 

12 

13 

15 

16 

17 

18 

19 

20 

21 

22 VI. 

What are the relevant dates for the implementation of open 

access, according to the Agreement? 

Retail access may begin as early as August 1, 1999, provided that the 

Commission approves the Settlement Agreement and the Electric 

Competition Rules are enacted. Retail access will be fully phased in 

by January 1, 200 1. The Electric Competition Rules will govern when 

customers will have open access to choose an electricity provider. In 

addition to beginning open access almost immediately, the Agreement 

provides for a very rapid transition from regulation to competitive 

electricity markets, which should hasten the benefits available to 

consumers. It is virtually impossible that competition could be 

implemented this quickly without this negotiated settlement. 

RATE REDUCTIONS 

23 Q. 

24 A. 

Please describe the rate reductions specified in the Agreement. 

APS will enact rate cuts annually during the 1999-2004 transition 

period, with the size of the reductions depending on customer size: 0 25 
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Residential and business customers (less than 3MW), representing 

over 99 percent of the Company’s customers, will receive a 1.5 

percent rate reduction annually every July 1 from 1999 to 2004. 

.Larger customers (3MW and above) will receive the following rate 

reductions: 1.5 percent on July 1 1999 and 2000, 1.25 percent in 

2001, and 0.75 percent in 2002. 

These explicit cuts will start to benefit all electricity consumers 

directly while competitive generation markets are developing. They 

also. conversely, increase the risk to APS shareholders. 

Has APS made other rate cuts in recent years? 

Yes. APS has been reducing electricity rates for all customers since 

1994. These rate reductions amounted to 2.7 percent in 1994, 3.4 

percent in 1996, 1.2 percent in 1997, and 1.1 percent in 1998. These 

previous rate reductions represent an annual reduction in revenues for 

A P S  of $1 12 million. In the context of past reductions, the additional 

rate reductions in the Agreement are even more impressive. 

How do these rate reductions compare with experience in other 

states? 

While almost all states have implemented rate freezes during their 

transition periods, many, including Maine, Maryland, Michigan, 

Montana, Nevada, New Hampshire, Oklahoma, Pennsylvania, and 

Rhode Island, have declined to impose any explicit rate reductions 

during their transition periods. 
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A. 

Q* 

A. 

Does the Agreement provide safeguards against anti-competitive 

behavior? 

Yes. Following approval of the Agreement, APS (or its parent, 

Pinnacle West Capital Corporation) will establish a separate affiliate 

or affiliates that will acquire all generation assets. The consumer 

groups that are signatories to the Agreement have agreed not to 

oppose the transfer of competitive assets from APS to this affiliate. 

These competitive affiliates will be subject to state and federal 

oversight to the same degree as all other competitive firms. 

In your opinion, are the provisions for the transfer of the 

Company’s generation assets fair? 

Yes. The Agreement provides for the transfer of the Company’s 

generation assets at book value. Based on my assessment of market 

electric prices, I believe that the book value of APS’s generation 

portfolio will be greater than the market value of the assets. In fact, 

this disparity between market and book values is implicit in the $533 

stranded cost figure contained in the Agreement, which I will discuss 

this later in my testimony. The transition period will allow the 

Company an opportunity to recover some, but not all, of the difference 

between the book value and the market value of its generation assets. 

Therefore, the Company’s generation assets are likely to be 

transferred at a value greater than or equal to market value. 
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Does the Agreement address the issue of affiliate relations? 

Yes. Under the Agreement, APS will develop an interim code of 

conduct within 30 days of this Commission’s approval of the 

Agreement. This code of conduct will remain in effect until the 

Commission approves a permanent code of conduct in accordance 

with the proposed Electric Competition Rules. 

Are there any characteristics of the Arizona market that are 

relevant to the issue of market power? 

Yes. There are a large number of high-voltage transmission lines 

connecting Arizona with the rest of the WSCC. Therefore access to 

Arizona is relatively unconstrained at most times. With relatively 

unconstrained access, the energy market in Arizona should have a 

large number of firms competing to provide generation services, and 

market power is not likely to become an issue. Even in areas having 

partially constrained transmission access, the operations of the 

Arizona Independent Scheduling Administrator (AISA) and Desert 

Star, as approved by FERC, are likely to alleviate any anti-competitive 

concerns. 

Has the Agreement addressed the issues of market power and 

access to transmission facilities? 

Yes. Market power and non-discriminatory access to the transmission 

network are very important issues in the establishment of competitive 

energy markets. The Settlement Agreement states that APS will 

actively support the AISA, and agrees to modi@ its Open Access 

Transmission Tariff to be consistent with any FERC-approved AISA 
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protocols. AISA will ensure non-discriminatory access to the 

transmission grid and resolve any significant market power issues. 

The Agreement also states that APS will actively support the 

formation of the Desert Star Independent System Operator. Both the 

AISA and Desert Star will be subject to FERC oversight. If AISA and 

Desert Star develop as expected, there will be no valid concern about 

anti-competitive behavior or market power. This Commission and the 

FERC have the authority to ensure that the AISA and Desert Star 

resolve these issues. Moreover, the implementation of the Settlement 

Agreement would not in itself contribute to anti-competitive behavior 

or market power even in the absence of AISA or Desert Star. 

VIII. REGULATORY ASSETS AND STRANDED COSTS 

14 

15 Q. 

16 

17 A. 

18 Q. 

19 A. 

20 

21 Q. 

22 

23 A. 

24 

A. Specifics of the Agreement 

Will the Agreement allow APS to recover fully its regulatory 

assets and stranded costs? 

No. A P S  has agreed to a disallowance of $183 million. 

How much will APS collect through the CTC? 

The Company will recover $350 million through themonthly CTC. 

The charge will remain in effect until December 3 1,2004. 

Do you believe that the mechanism for settlement cost recovery 

outlined in the Agreement conforms to sound economics? 

Yes, for two main reasons. First, recovery is accomplishedthrough a 

non-bypassable CTC. This will allow the Company to collect 
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Q- 
A. 

stranded and regulatory asset-related costs in a competitively neutral 

manner. Second, the recovery period is short, ending in December 

2004. 

Why do you say that the CTC is “competitively neutral”? 

The CTC, as laid out in the Agreement, is non-bypassable: customers 

will not be able to escape paying a CTC by leaving the incumbent 

provider, nor will they pay extra if they choose a competing firm. In 

other words, each customer’s transition charge will not depend on his 

choice of provider, and customers will not benefit or pay a penalty for 

choosing the incumbent or any other firm as its supplier of 

competitive services. Therefore, the CTC will not distort the 

competitive market or delay the onset of competition, and it will 

neither favor nor hinder the incumbent or any entrant into the Arizona 

market. Firms in the market will compete solely on price and service 

quality, independent of the CTC. 

A simple hypothetical example can illustrate how the CTC is 

competitively neutral. Suppose a customer of the incumbent currently 

pays $25 per month for electricity. Once the CTC commences, 

suppose the customer pays a disaggregated bill consisting of a $3 

monthly CTC fee plus $12 per month for distribution and other non- 

competitive services plus $10 for generation, for a total bill of $25. 

Suppose now that a competing firm can offer her the same quantity of 

electricity usage for $8. Since the customer will pay the $3 monthly 

CTC regardless of whether she stays with the incumbent or leaving for 

a competitor, she will pay $23 per month by choosing the competing 
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Q. 
A. 

Q- 

A. 

firm or $35 if she remains with the incumbent. While the CTC has 

affected the total amount of her electricity bill, price competition 

among c suppliers depends on the price of service alone and not on the 

amount of the CTC. 

Why should the recovery period be as short as possible? 

While settlement cost recovery wiil not delay the formation of 

competitive markets, a quick recovery period will settle up costs 

incurred during cost-of-service regulation and will “close the book” on 

the regulatory era in generation, as well as reduce regulatory costs. In 

much the same way that paying off a loan early allows a consumer to 

feel unburdened by past debts, a shorter recovery period will hasten a 

new period of consumer choice and benefits. 

Have other state regulatory commissions allowed full recovery of 

stranded costs? 

Yes. Regulators or legislators have endorsed full recovery, or the 

opportunity for full recovery, of prudently incurred stranded costs in 

California, Connecticut, Illinois, Maine, Massachusetts, Michigan, 

Montana, New Jersey, New York, Rhode Island, and Vermont. The 

methods of calculation and recovery differ in each jurisdiction, and 

many commissions have imposed rate caps or other mechanisms that 

tend to limit the pace of stranded cost recovery, but all state 

commissions have recognized the fairness of allowing utilities to 

recover stranded costs. 

Additionally, other states have allowed longer stranded cost 

recovery periods than is stipulated in the Agreement. Of the states to 
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resolve stranded cost recovery issues to date, Connecticut, Illinois, 

Maine, Massachusetts, Michigan, New Hampshire, New Jersey, 

Pennsylvania, and Rhode Island have all authorized longer stranded 

cost collection periods than the Agreement would establish. 

Are consumers protected from over-recovery by the proposed 

settlement? 

Yes. In addition to the explicit reduction in rates I discussed earlier in 

my testimony, the proposed settlement contains provisions to prevent 

over-recovery of the settlement amount. Specifically, the Agreement 

states that, at the end of the CTC collection period on December 3 1, 

2004, any under- or over-recovery of the $350 million will be debited 

or credited in an adjustment clause in the Electric Competition Rules. 

8. A PS Estimates 

Have you reviewed the stranded cost calculations presented by 

APS in Docket 3-01345A-98-0473? 

Yes, I have. 

What is your general conclusion regarding APS’s analysis? 

It is my conclusion that APS has significantly underestimated the 

potential for stranded costs associated with its generation assets, to the 

gain of customers and at substantial risk to the shareholders. 

Have you examined how APS made its estimate of stranded costs 

in this matter? 

Yes. 
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A. 

Q* 

A. 

Q* 

A. 

Do you believe that the Company used conservative assumptions 

in the estimation of stranded costs? 

Yes. In calculating its stranded costs, APS has made three 

assumptions that tend to increase the value of the generation assets, 

thereby reducing total stranded costs. Specifically, the APS analysis: 

uses a six-year stranded period instead of using a life-cycle 

analysis; 

uses very aggressive capacity factors for the coal and nuclear 

power plants; and 

uses a relatively low level of competitive new entry into the 

generation market, and thus higher projected market prices. 

Please describe how the six-year stranded period underestimates 

stranded costs. 

A six-year stranded period underestimates stranded costs compared to 

the life-cycle method simply because it includes only six years of lost 

revenues instead of the total lost revenues over the remaining life span 

of the asset. 

Please describe how you have reached the conclusion that APS 

used aggressive capacity factors in the estimation of stranded 

costs. 

The capacity factors assumed for the APS coal plants are all high 

relative to recent experience. Table 1 presents the actual capacity 

factors for APS coal and nuclear plants over the period 1993-1997. 

Table 2 presents the capacity factors used in the stranded cost 

calculations. The case of the Palo Verde nuclear unit is slightly 
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different from the coal case. Its performance in 1996 and 1997 was 

excellent. However, between 1993 and 1997 the capacity factor for 

Palo Verde varied considerably between 67 percent and 91 percent. 

The average for this period was 79 percent. The average capacity 

factor used in the stranded cost calculation is SS percent. 

Table I :  Historic capacity factors for APSplants 

Cholla Four Comers Navajo Palo Verde 
1993 80.55 83.14 85.65 68.97 
1994 78.24 83.05 84.38 66.89 
1995 58.35 81.69 80.85 77.25 
1996 57.44 73.98 70.48 9 1.25 
1997 72.03 77.36 68.94 88.51 
Average 69.32 79.84 78.06 78.57 

Table 2: Capaciv factors used in stranded cost calculations 

Cholla Four Comers Four Comers Four Comers Navajo Palo Verde 

1999 90.1 88.7 91.1 89.9 69.5 88.9 
2000 92.2 88.9 85.4 87.2 74.0 89.2 
2001 92.1 89.9 93 .O 91.5 84.4 88.0 
2002 92.2 89.1 85.5 87.3 89.0 88.0 
2003 96.2 89.6 91.2 90.4 85.6 84.4 
2004 91.8 90.4 93.3 91.9 88.0 88.1 
Average 92.4 89.4 89.9 89.7 81.8 87.8 

1-3 4-5 (average) 

Q. How do the Company’s capacity factor assumptions 

underestimate stranded costs? 

A. If generation output is lower than assumed by the capacity factors, 

stranded costs will be greater than the Company has estimated. 
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Q. Please describe how the low level of competitive entry assumed by 

APS underestimates stranded costs. 

Information from many sources indicates that competitive new entry 

will be significant, especially in the California market and other 

markets adjacent to Arizona. As new units enter the market, older and 

less efficient units get ‘pushed’ hrther up the dispatch stack. One 

A. 

consequence is that market clearing energy prices will drop. 

Therefore, underestimating competitive entry, as APS appears to have 

done, will lead to higher electricity prices and higher revenues for 

APS ’s power plants. Assuming higher energy revenues lowers 

stranded cost responsibilities, to the benefit of customers. 

C. Mitigation of Stranded Costs 

Q. Should utilities have the obligation to mitigate stranded costs in a 

reasonable way? 

Yes. Stranded costs stem from the difference between assets acquired 

under a regulatory regime and the value of those assets in a 

competitive market. However, the utility may be able to take actions 

that reduce this difference in valuation. Such actions are frequently 

referred to as mitigation efforts. Reducing, or mitigating, total 

stranded costs lowers the total impact of the transition from regulation 

to competition by lowering costs or increasing the value of the utility’s 

assets in a competitive marketplace. To increase the value of its assets, 

thereby lowering stranded costs, the incumbent utility will try to 

operate more efficiently. 

A. 
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2 A. Yes. As I discussed in Section VI, the Company has a historyof 
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agreeing to rate cuts and is further extending this policy by agreeing to 

this settlement. In addition, the Company’s calculation of stranded 

costs itself assumes significant mitigation. In particular, the 

assumption regarding capacity factors is very aggressive. In 

estimating its stranded costs, APS has assumed that it will be able to 

operate its generation assets at very high usage rates in the future. The 

Company assumes all of the risk that asset performance will be below 

the assumptions in the stranded cost calculations. The effort to 

improve the operating efficiency of these units, and the assumption of 

the downside risk in the event that these goals are not achieved, 

represents a significant mitigation effort on the part of the Company. 

Furthermore, a very conservative estimate of new generation also 

produces a lower estimate of stranded costs, thereby increasing the 

risk to shareholders. Finally, the establishment of a settlement amount 

lower than the very conservative estimate of stranded costs alone 

provides still more mitigation. In my view, APS has agreed to much 

more mitigation than I believe is attainable. 

ADDITIONAL ITEMS 

22 Q. \Vho has endorsed the Settlement Agreement? 

23 A. 

24 

The Settlement Agreement has the support of several major consumer 

groups in Arizona, including the Residential Utility Consumer Office, 

the Arizona Community Action Association, and Arizonans for 
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A. 

X. 

Q* 
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Electric Choice and Competition. The last group includes numerous 

companies (such as Honeywell and Allied Signal) as well as many 

industry associations. Customer endorsement is strong evidence that 

the Agreement will serve the public interest. 

What would be the impact of the Commission’s not approving the 

Agreement? 

Commission approval will prevent delays to open access, the 

development of competitive markets, and the consumer benefits that 

will ensue from these. Without this Agreement, continued 

negotiations and possible litigation would unnecessarily divert APS 

management and Arizona regulatory resources and attention away 

from the important goal of restructuring Arizona’s electricity markets 

and creating customer choice. Upon approval of the Agreement, APS 
and all signatories agree to drop all appeals of Commission’s 

competition orders. The parties would thereby save the state the cost 

and uncertainty of litigating recovery of stranded costs. 

CONCLUSIONS 

Please summarize your conclusions. 

My conclusions are as follows: 

The Settlement Agreement is consistent with sound economic 

principles and should hasten competitive markets in Arizona, 

which in turn will yield consumer benefits of efficiency, choice, 

and lower prices. 
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0 The Settlement Agreement is in the public interest and should be 

approved. 

3 Q. Does this conclude your testimony? 

4 A. Yes, it does. 
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Iowa State Utilities Board, Docket No. APP-96-1 and RPU-96-8 (Consolidated), 
October 30, 1996. 
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Superior Court of the State of California, County of San Francisco, Case No. 972651, 
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United States District Court, District of New Mexico, Civil Action No. 95-485-LCS, July 
2 and 3, 1996. 

Nevada Power Company 
American Arbitration Association in the matter Saguaro Power Company, Inc. v. Nevada 
Power Company, AAA Case No. 79 Y 199 0054 95, May 29, 1996. 

Anzona Public Service Company 
Arizona Corporation Commission, Docket No. U-1345-95-491, March I and April 4, 
1996. 
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Insurance Commissioner of the State of Calfornia, Case No. R5-94-002-00, February 9, 
I996. 

Nevada Power Company 
American Arbitration Association in the matter Nevada Cogeneration Associates # I  and 
Nevada Cogeneration Associates #2 v. Nevada Power Compan,v, AAA Case No. 79 Y 199 
0064 95, December 6 and 7, 1995. 

Beverly Enterprises-California, Inc. 
Superior Court of the State of California, County of San Francisco, Case No. 962589, 
November 6 and 7, 1995. 

PECO Energy Company 
Pennsylvania Public Utility Commission, Docket No. 1-940032, November 6, 1995. 

Southern California Gas Company 
Private arbitration panel in the matter Marathon Oil Company v. Southern Callfornia 
Gas Company, May 18, 1995. 

Southern Company Services, Inc. 
Federal Energy Regulatory Commission, Docket Nos. ER94-I 348-000 and EL94-85- 
000, November 7, 1994. 
Amencan Electric Power Service Corporation 
Federal Energy Regulatory Commission, Docket No. ER93-540-001, August 26, I994 
and January 18, 1995. 

Florida Power & Light Company 
Florida Public Service Commission, Docket No. 930548-EG, May 19, May 25 and June 
6, 1994. 

PECO Energ  Company and Susquehanna Electric Company 
Federal Energy Regulatory Commission, Docket No. ER94-8-000, January 21, 1994. 



fohn H. Landon - p .  5 

El Paso Electric Company and Central & South West Services, Inc. 
Federal Energy Regulatory Commission, Docket No. EC94-7-000, January I O  and 
December 12, 1994. 
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Benziger Family Ranch Associates, dba Glen Ellen Winery, et a!. 
Superior Court of California, Sonoma County, Case No. 187834, June 23, 1993. 

The Montana Power Company 
Montana Public Service Commission, Docket No. 93.6.24, June 21, 1993 and October 
15, 1993. 

Consumers Power Company 
Michigan Public Service Commission, Case No. U-10335, May 10, 1993. 

Detroit Edison Company 
Michigan Public Service Commission, Case Nos. U-10143 and U-10176, March 1, 1993 
and May 17, 1993. 

Florida Power & Light Company 
Florida Public Service Commission, Docket No. 920606-EG, December 15, I992 and 
January 20,1993. 

4D Intermedics, Inc. 
United States Distn’ct Court, Northern District of California, Civil Action No. 90-20233 
JW (WDB), December 2, 1992. 

Eaton Corporation, et al. 
Superior Court of California, Sonoma County, Case No. I 791 05, August 24, 1992. 

Florida Power & Light Company 
Florida Public Service Commission, Docket No. 920520-EQ, August 5, 

Florida Power & Light Company 
Florida Public Service Commission, Docket No. 891 324-EU March 12, 

992. 

1991. 

Iowa Public Service Company 
Iowa State Utilities Board, Docket No. SPU-88-7, Februav 28, I989 and September I ,  
1989. 

Arizona Public Service Company 
Arizona Corporation Commission, Docket No. U-1345-88-180, November 7, I988 and 
January I 7, 1989. 
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Delmarva Power and Light Company 
Delaware Public Service Commission, Docket No. 88- 16, June 3, 1988, Februaty IO, 
I989 and April 24, I989. 

Florida Power Corporation 
Florida Public Service Commission, Docket No. 860001 -El-G, Investigation Into 
Afiliated Cost-Plus Fuel Supply Relationships of Florida Power Corporation, May 2, 
I988. 

Cambridge Electric Light Company and Commonwealth Electric Company 
Massachusetts Department of Public Utilities, Docket Nos. DPU87-2C and DPU87-3C, 
Januav 29, I988. 

Gulf States Utilities Company 
Nineteenth Judicial District Court, State of Louisiana, Case No. 324,224, Division "I", 
Janualy 28, I988. 

Utah Power and Light Company, PacifiCorp, PC/UP&L Merging Corporation 
Federal Energy Regulatory Commission, Docket No. EC88-2-000, Janualy 8, I988 and 
February 24,1988. 

Illinois Power Company 
Illinois Commerce Commission, Docket No. 87-0695, November 19, 1987, June 10, 1988 
and July 22, 1988. 

Canal Electric Company 
Federal Energy Regulatory Commission, Docket No. ER86-704-001, October 15, 
1987. 

Minnesota Power and Light Company 
Minnesota Public Utilities Commission, Docket No. E-01 YGR-8 7-223, September 16, 
1987. 
Gulf States Utilities Company 
Texas Public Utility Commission, Docket Nos. 6755 and 7195, April 13, 1987. 

Gulf States Utilities Company 
Louisiana Public Service Commission, Docket No. U-I 7282, March 23, I987 and May 
26, I 98 7. 

Arizona Public Service Company 
Arizona Corporation Commission, Docket No. U-1345-85-367, February 13, I987 and 
March 16, 1987. 
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Delmarva Power and Light Company 
Delaware Public Service Commission, PSC Regulation Docket No. I4  (Concerning Gas 
and Electric Fuel Adjustment Clauses), December I ,  I986 and December 21, I987. 

Southern California Edison Company 
United States District Court, Central District of Calrfornia, Civil Action 
NO. 78-08IO-MRP, August 26-28, 1986. 

Florida Power and Light Company 
Florida Public Service Commission, Docket No. 860786-EA August 15, I986 and 
September 5, I986. 

Jersey Central Power and Light Company 
New Jersey Board of Public Utilities, BPU Docket No. 851 1-1 I16, August 7, I986. 

Florida Power and Light Company 
Florida Public Service Commission, Docket No. 850673-EU Generic Investigation of 
Standby Rates, July 16, I986 and July 30, I986. 

Commonwealth Edison Company 
Federal Energy Regulatory Commission, Docket Nos. ER86- 76-001 and ER86-230-001, 
June 23. I986. 

Gulf States Utilities Company 
Federal Energy Regulatory Commission, Docket No. ER85-538-001, Januaiy 6, I986 
and April 25, I986. 

Arizona Public Service Company 
Arizona Corporation Commission, Docket No. U-1345-85-I 56, November I5, I985, 
February 3,1986 and February 18,1986. 
Eastern Utility Associates Power Corporation 
Federal EnergV Regulatory Commission, Docket No. EL85-46-000, September 20, I985. 

Southern California Edison Company 
Federal Energy Regulatory Commission, Docket No. ER79-I 50-000 (Phase I .  Price 
Squeeze, August 20, I985. 

Baltimore Gas and Electric Company 
Maiyland Public Service Commission, Case No. 7871, August I ,  I985 and December 16, 
1985. 

Central Vermont Public Service Corporation 
Vermont Public Service Board, Docket No. 5030, July 12, 1985. 
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Delmarva Power and Light Company 
Maryland Public Service Commission, Case No. 7871, June 28, 1985 and December 16, 
1985. 

e 
Florida Power and Light Company 
Florida Public Service Commission, Docket No. 840399-EU April 19, 1985 and May 1, 
1985. 

Central and South West Services, Inc. 
Federal Energy Regulatory Commission, Docket No. ER82-545, et al., April 11, 1985. 

Gulf States Utilities Company 
Louisiana Public Service Commission, Docket No. U-16338, April 9, 1985. 

Gulf States Utilities Company 
Federal Energy Regulatory Commission, Docket No. ER84-568-000, February 22, 1985. 

Gulf States Utilities Company 
Texas Public Utility Commission, Docket No. 5820, October IS, 1984. 

Central and South West Services, hc .  
Federal Energy Regulatory Commission, Docket No. ER84-3 1-000, August 6, 1984. 

Delmarva Power and Light Company 
Delaware Public Service Commission, Docket No. 84-21, July 3, 1984 and July IO, 
1985. 

Houston Lighting and Power Company 
Texas Public Utility Commission, Docket No. 5779, June 7, 1984. 

Gulf States Utilities Company 
Louisiana Public Sewice commission, Docket No. V-16038, June 7, 1984. 

Gulf States Utilities Company 
Texas Public Utility Commission, Docket No. 5560, April 23, 1984. 

Pennsylvania Power Company 
Federal Energy Regulatory Commission, Docket No. ER81-779, December 1, 1983. 

American Electric Power System Companies 
Federal Energy ReguIatory Commission, Docket No. E-9206, November 21, 1983 and 
November 5, 1984. 

Appalachian Power Company 
Public Senrice Commission of West Virginia, Case No. 83-384-E-Gl November 2, 1983. 



John H. Landon - p .  9 

Investor-Owned Electric and Gas Utilities of Iowa 
Iowa State Commerce Commission, Docket No. RMU-83- I 7, October 27, I983. 

Appalachian Power Company 
Federal Energy Regulatoy Commission, Docket Nos. ER82-853 and ER82-854, 
October 31, 1983. 

Ohio Edison Company 
Federal Energy Regulatory Commission, Docket No. ER82- 79 (Phase Io, April I5, I983. 

Ohio Power Company 
Federal Energy Regulatory Commission, Docket Nos. ER82-553 and ER82-554, March 
25, I983, May 20, I983 and June 27, I983. 

Pennsylvania Power Company 
Pennsylvania Public Utility Commission, Docket No. R-821918C002, Janualy 21, 1983. 

Indiana and Michigan Electric Company 
United States District Court, Northern District of Indiana, Civil Action No. F78- I48, 
March I982. 

Louisiana Power and Light Company 
Federal Energy Regulatory Commission, Docket Nos. EL8 I - I3 and ER8 I-45 7, 
September 4, 1981 and September 13, 1981. 

Philadelphia Electric Company 
United States District Court, Eastern District of Pennsylvania, Civil Action No. 78-2533, 
July 7-9, 1981. 

Appalachian Power Company 
Federal Energy Regulatory Commission, Docket No. EL 78- 13, March I981 and January 
1982. 

Arkansas Power and Light Company 
Arkansas Public Service Commission, Docket No. F-007, November I980. 

Central Vermont Public Service Corporation 
State of Vermont Public Service Board, PSB Docket No. 4299, November 30, 1979. 

Union Electric Company 
Federal Energy Regulatory Commission, Docket No. ER77-614, February 9, I979. 

Wisconsin Power and Light Company 
Federal Energy Regulatory Commission, Docket No. ER77-347, May 31, I978 and a March 7, I979. 
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Empire State Power Resources, Inc. 
New York State Public Service Commission. Case No. 26798, October 11, 1977. 

Staff of the Securities and Exchange Commission 
Securities and Exchange Commission, In the Matter of Delmarva Power and Light 
Company, File No. 59-144, -4pril 30, 1973. 
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EXPERT REPORTS AND AFFIDAVITS 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Donald H, Kelley v. Shepard‘sMcGraw-Hill, Inc., before the District Court, El Paso 
County, Colorado, Case No. 96-CV-2449, August 10, 1997. 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Augusta Software Design, Inc. v. Shepard’sMcGraw-Hill, Inc., before the District 
Court, City and County of Denver, Colorado, Case No. 96-CV-6977, April 13, 1997 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Konrad Schmidt, 111 v. Shepard’sMcGraw-Hill, Inc., before the District Court, El Paso 
County, Colorado, Case No. 96-CV- 173 1, April 9, 1997. 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Thomas L. Kerstein v. The McGraw-Hill Companies, Docket No. 96-7-1087, February 
2, 1998. 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Dennis Brierton et al. v. Emery Worldwide, et al., Docket No. CV 75 3391, August 8, 
1997. 

“Expert Report of John H. Landon,” in compliance with Rule 26(a) in the matter of 
Arthur W. Manning v. McGraw-Hill, Inc., Docket No. 94-13-1697, July 10, 1997. 

“Affidavit of John H. Landon,“ on behalf of American Electric Power Service 
Corporation before the Federal Energy Regulatory Commission, Docket No. ER93-540- 
001, July 18, 1996. 

“Rebuttal to Expert Report of Phillip Allman,” expert rebuttal report of John H. Landon 
prepared on behalf of Family Health Foundation, Inc. in the United States District Court, 
Northern District of California, Case No. C95-2013, September 9, 1996. 

“Rebuttal to Expert Report of Ona Schissel,” expert rebuttal report of John H. Landon 
prepared on behalf of Family Health Foundation, Inc. in the United States District Court, 
Northern District of California, Case No. C95-2013, August 23, 1996. 

“Expert Report of John H. Landon,” prepared on behalf of Family Health Foundation, 
Inc. in the United States District Court, Northern District of California, Case No. C95- 
2013, July 16, 1996. 

“Expert Report of John H. Landon on behalf of Nevada Power Company,” in a private 
arbitration before the American Arbitration Association in the matter Saguaro Power 
Company, Inc. v. Nevada Power Company, AAA Case No. 79 Y 199 0054 95, April 4, 
1996. 
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"An Overview of the Electric Utility Industry," expert report of John H. Landon prepared 
on behalf of El Paso Electric Company before the United States District Court, District of 
New Mexico, Civil Action No. 95-485-LCS7 March 1, 1996. 

"Adverse Consequences and Material Impairment Resulting from the Las Cruces 
Condemnation," expert report of John H. Landon prepared on behalf of El Paso Electric 
Company before the United States District Court, District of New Mexico, Civil Action 
No. 95-455-LCS, March 1, 1996. 

"Statement of John H. Landon," on behalf of PECO Energy Company regarding 
Investigation into Electric Power Competition, before the Pennsylvania Public Utility 
Commission, Docket No. 1-940032, January 6, 1996. 

"Expert Report of John H. Landon on behalf of Nevada Power Company," in a private 
arbitration before the American Arbitration Association in the matter Nevada 
Cogeneration Associates #I  and Nevada Cogeneration Associates #2 v. Nevada Power 
Company, AkA Case No. 79 Y 199 0064 95, November 14,1995. 

"Rebuttal Expert Report of John H. Landon," prepared on behalf of Southern California 
Gas Company before a private arbitration panel in the matter Marathon Oil Company v. 
Southern California Gas Company, April 2 1,1995. 

"Expert Report of John H. Landon," prepared on behalf of Southern California Gas 
Company before a private arbitration panel in the matter Marathon Oil Company v. 
Southern California Gas Company, April 7,1995. 

"Initial Comments of National Economic Research Associates, Inc. on Florida DSM 
Employment Impacts," prepared for FIorida Power & Light Company, January 1994, 
with Mark P. Berkman and Peter H. Griffes. 

"Answers to Questions Concerning the Treatment of Distribution Companies," prepared 
for the Chilean National Energy Commission, October 25, 1993. 

"Final Report on Transmission Pricing in Chile to the Chilean National Energy 
Commission," prepared for the Chilean National Energy Commksion, October 25, 1993. 

"A Proposal for Backstop Regulation for Cable Television Prices," prepared on behalf of 
Time Warner Entertainment Company, L.P. before the Federal Communications 
Commission, August 25, 1993, with Lewis Perl, Paul Brandon and Anna Della Valle. 

"Affidavit of John H. Landon on Behalf of Northeast Utilities Service Company," 
prepared on behalf of Northeast Utilities Service Company before the Federal Energy 
Regulatory Commission, Docket Nos. EC90-10-007, et ai., April 27, 1993. 
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"Incentive Regulation in the Electric Utility Industry," a survey of state regulation 
programs throughout the United States, January 1993. 

"Affidavit of John H. Landon in Support of Motion for Summary Judgment," prepared 
on behalf of Portland General Electric Company before the United States District Court, 
District of Oregon, Civil Action Nos. 90-524 FR and 90-592 FR, December 9, 1992. 

"Affidavit of John H. Landon on Behalf of Northeast Utilities Service Company," 
prepared in support of Request for Rehearing of Northeast Utilities Service Company 
before the Federal Energy Regulatory Commission, Docket No. ER92-766-000, 
November 2,1992. 

"Declaration of John Landon in Support of Plaintiff's Motion for Summary Judgment or 
Alternatively for Summary Adjudication," prepared on behalf of Benziger Family Ranch 
Associates d/b/a/ Glen Ellen Winery before the Superior Court of California, Sonoma 
County, Case No. 187834, October 9, 1992. 

"Supplemental Expert Report of John H. Landon in Response to the Expert Report 
of Gordon T.C. Taylor," prepared on behalf of Portland General Electric Company 
before the United States District Court, District of Oregon, Civil Action Nos, 90- 
524 FR and 90-592 FR, August 28,1992. 

"Expert Report of John H. Landon," prepared on behalf of Portland General Electric 
Company before the United States District Court, District of Oregon, Civil Action Nos. 
90-524 FR and 90-592 FR, July 3, 1992. 

"Declaration of John Landon in Opposition to Plaintiffs Motion for Permanent 
Injunction," an affidavit prepared on behalf of Sega of America, Inc. before the United 
States District Court, Central District of California, Civil Action No. CV-90 2323 RJK, 
April 23, 1992. 

"Preliminary Report for the Colombian National Planning Department," presented to the 
Colombian National Planning Department, Bogoth, Colombia, November 7, 199 1. 
"The United States Electric Utility Industry," presented at the Seminar on Restructuring 
the Electric Power Subsector in Colombia, Paipa, Colombia, sponsored by The World 
Bank, May 31-June 1,1991. 

"Affidavit of John H. Landon," prepared on behalf J. F. Shea Company, Coast Cable 
Partners, el al. before the United States District Court, Northern District of California, 
San Jose Division, Civil Action No. C-90-20073 WAI, October 3, 1990. 

"Incentive Regulation in the Electric Utility Industry," a survey of state regulation 
programs throughout the United States, July 1990. 
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"An Estimate of the Economic Loss Sustained by Brian Nelson as a Result of His Job 
Loss," an Expert Report prepared on behalf of Pacific Gas and Electric Company before 
the Superior Court of the State of California, City and County of San Francisco, Case 
No. 864961, June 20, 1990. 

"Affidavit of John H. Landon on Behalf of Florida Power & Light Company," prepared 
on behalf of Florida Power & Light Company before the United States District Court, 
Middle District of Florida, Tampa Division, Civil Action No. 88-1622-CIV-T-13CY 
March 30, 1990. 

"Declaration of John H. Landon in Support of Defendant's Motion to Exclude Plaintiffs 
Expert Witness on Damages or, Alternatively, to Bifurcate Trial on Liability and 
Damages Issues," an affidavit prepared on behalf of Clyde Robin Seed Company, Inc. 
before the United States District Court, Northern District of California, Civil Action No. 
C 88-4540 SC, February 23,1990. 

"Expert Report of John H. Landon," prepared on behalf of Florida Power and Light 
Company, FPL Group, Inc. and FPL Energy Service, Inc. before the United States 
District Court, Southern District of Florida, Civil Action No. 88-2 145, December 8, 
1989. 

"An Evaluation of the OCC's Performance Incentive Proposal and Suggestions for a New 
Performance Incentive Program," a report prepared on behalf of the Ohio Electric Utility 
Institute, September 23, 1988, with Stephen M. St. Marie. 

"Comments Responding to BPU Staff's Assessment of Cogeneration and Small Power 
Production," prepared on behalf of Public Service Electric and Gas Company before the 
New Jersey Board of Public Utilities, Docket No. 8010-687B7 August 3 1, 1987, with Joe 
D. Pace. 

"Incentive Regulation in the Electric Utility Industry," a survey of state regulation 
programs throughout the United States, July 1987. 

"Comments (Initial and Reply) of National Economic Research Associates, Inc.," 
prepared on behalf of Illinois Power Company before the Illinois Commerce 
Commission, No. 86-NOI-1 , Excess Capacity, December 15, 1986 and January 20, 1987. 
"Incentive Regulation in the Electric Utility Industry," a survey of state regulation 
programs throughout the United States, October 1985. 

"Utility Performance Evaluation," prepared for the Rate Research Committee of the 
Edison Electric Institute, September 18, 1984, with David A. Huettner. 

Tornments on the Proposed Standard for Utility Construction Decision Making," 
prepared on behalf of the Ohio Electric Utility Institute before the Public Utilities 
Commission of Ohio, Case No. 84-61-AU-ORDy April 28,1984. 
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"Expert Report of John H. Landon," prepared on behalf of Pennsylvania Power Company 
before the United States District Court, Western District of Pennsylvania, Civil Action 
NO. 77-1 145, March 1, 1984. 

"Additional Comments," prepared on behalf of the Investor-Owned Electric and Gas 
Utilities of Iowa before the Iowa State Commerce Commission, Docket No. RMU-83- 
17, October 1983. 

t'Recommendations of the Investor-Owned Electric and Gas Utilities of Iowa in 
Response to the Iowa State Commerce Commission Request for Comments in Docket 
No. RMu-83-17," prepared in conjunction with Iowa investor-owned utilities, October 
1983. 

"Report to the Iowa State Commerce Commission on Measuring Productivity of Electric 
Utilities," prepared on behalf of Investor-Owned Electric and Gas Utilities of Iowa before 
the Iowa State Commerce Commission, Docket No. RMU-83-17, October 1983. 

"Analysis of the Operations Review Division Proposal," prepared on behalf of the 
Investor-Owned Electric and Gas Utilities of Iowa before the Iowa State Commerce 
Commission, Docket No. RMU-83-17, October 21,1983. 

"Comment on 'Incentive Regulation in the Electric Utility Industry','' prepared on behalf 
of a consortium of electric utilities and submitted to the Federal Energy Regulatory 
Commission, March 1983. 

"Expert Report on Competition and Relevant Markets," prepared on behalf of Delmarva 
Power and Light Company before the United States District Court, District of Delaware, 
Civil Action Nos. 77-254 and 77-296, December 15, 1982. 

"Measuring Productivity of Electric Utilities," a report prepared for Wisconsin Electric 
Power Company, May 1982. 

"Analysis of Chapter 14 'Competition' of the National Power Grid Study," prepared by 
I NERA for the Edison Electric Institute, December 20, 1979. 

"Short Term Economic Forecasting Techniques for Selected Atlantic Fisheries," prepared 
for U.S. Department of Commerce, National Oceanic and Atmospheric Administration, 
National Marine Fisheries Service, Office of Fisheries Development, Economic Analysis 
Group, April 1978, with Lee G. Anderson. 

"Economic Impact of Alternative Crude Oil Transfer Techniques in the Lower Delaware 
Region: A Report on a Proposed Analytic Design," prepared for the Center for the Study 
of Marine Policy, College of Marine Studies, University of Delaware, September 30, 
1974, with William R. Latham and Mark G. Brown. 
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0 PUBLICATIONS 

Retail Access Pilot Programs: Where's the Beef?," The Electricity Journal, Vol. 9, 
No. 10, December 1996, pp. 19-25, with Edward P. Kahn. 

"Wine Wars: An Economic Analysis of WineryDistributor Litigation," Practical 
Winery & Vineyard, JanuaqdFebruary 1994, pp. 40-41, with Kara T. Boatman. 

"Use and Abuse of Economic Experts in Winning a Business Jury Trial," American Bar 
Association, National Institute, November 1990, with Lewis J. Perl. (Reprinted in How 
to Win a Business Jury Trial, copyright 1990, 1991 and 1992, American Bar 
Association.) 

"Opportunity Costs as a Legitimate Component of the Cost of Transmission Service," 
Public Utilities Fortnightly, December 7, 1989, with Joe D. Pace and Paul L. Joskow. 

"Theories of Vertical Integration and Their Application to the Electric Utility Industry," 
The Antitrust Bulletin, Spring 1983. 

"Measuring Electric Utility Efficiency," Proceedings of the Fall Industrial Engineering 
Conference, American Institute of Industrial Engineers, Cincinnati, Ohio, November 14- 
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"Introducing Competition into the Electric Utility Industry: An Economic Appraisal," 
Energy Law Journal, Vol. 3, No. 1, May 1982, pp. 1-65, with Joe D. Pate. 

"Regional Econometric Models: Specification and Simulation of a Quarterly Alternative 
for Small Regions," Journal of Regional Science, Vol. 19, No. 1, 19'79, pp. 1 - 13, with 
William R. Latham and Kenneth A. Lewis. 

"Electric Utilities: Economies and Diseconomies of Scale," Southern Economic Journal, 
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"Restructuring the Electric Utility Industry: A Modest Proposal," Electric Power 
Reform: The Alternatives for Michigan, William H. Shaker, Wilbert StefTy, eds. (Ann 
Arbor, Mich.: Institute of Science and Technology, The University of Michigan, 1976), 
pp. 217-229, with David A. Huettner. 

"Market Structure, Nonpecuniary Factors, and Professional Salaries: Registered Nurses," 
Journal of Economics and Business, Vol. 28, 1975-1 976, pp. 15 1- 155, with Charles R. 
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"Monopsony and Teachers' Salaries: Some Contrary Evidence 34 Comment," Industrial 
and Labor Relations Review, Vol. 28, No. 4, July 1975, pp. 574-577. 

"Monopsony and Union Power in the Market for Nurses," Southern Economic Journal, 
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"Pricing in Combined Gas and Electric Utilities: A Second Look," The Antitrust 
Bulletin, Vol. XVIII, No. 1, Spring 1973, pp. 83-98. 

"Political Fragmentation, Income Distribution, and the Demand for Government 
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T h e  Effects of Collective Bargaining on Public School Teachers' Salaries ?4 Comment," 
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What is your name and business address? 

My name is Alan Propper. My business address is 400 N. 5‘h Street, Phoenix 

Arizona, 85004. 

By whom are you employed and what is your position? 

I am employed by Arizona Public Service Company (APS) as Director of 

Pricing and Regulation. In this position, I am responsible for establishing an 

administrating APS’s tariffs and contracts that are under the jurisdictions of 

the Arizona Corporation Commission (ACC) and the Federal Energy 

Regulatory Commission (FERC). 

Would you discuss your educational background and business 

experience? 

My background and experience are set forth in Appendix-A to this testimony 

What is the purpose of your testimony? 

The purpose of my testimony is to present APS’s proposed rates for Direct 

Access Service, as specified in the Settlement Agreement dated May 17, 1995 

In addition, I will discuss the philosophies and methodologies used in the 

development of the proposed rates, as well as related issues concerning cost 

allocation, Stranded Cost recovery, and certain terms and conditions pertainir 

to Direct Access Service. 

,4re you sponsoring any Schedules? 

-1- 
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Yes. I am sponsoring Schedule AP-1, which contains the embedded cost-of- 

service study; Schedule AP-2, which summarizes the pro-forma adjustments 

the 1996 test year; Schedule AP-3, the 1996 Settlement Rate Reduction filed 

May, 1999; Schedule AP-4, which summarizes the calculation of fair value 

rate base and fair value rate of return; Schedule AP-5, which summarizes 

System Benefits costs; Schedule AP-6, which contains the calculation and 

summary of the Competitive Transition Charges (CTC); Schedule AP-7, 

which contains the Direct Access Service rate design computations; Schedule 

AP-8, which is the proposed Direct Access Service rate schedules set forth in 

the Settlement Agreement; and Schedule AP-9, which summarizes the rate 

credits applicable to Direct Access Service customers not receiving Metering 

Meter Reading, or Billing services from APS. 

A. 

2- 

i. 

2. 
i. 

Was this testimony and were these exhibits prepared by you or under 

your direction? 

Yes, they were. 

Would you define what is meant by Standard Offer Service? 

Standard Offer Service customers are those retail customers who choose to 

continue to have their electric service bundled and provided by APS. In other 

words, these customers opt for keeping the status quo when it comes to 

competition and customer choice, and will continue to have APS provide 

bundled electric service comprised of Generation, Transmission, Ancillary 

Services, Distribution, Metering, Meter Reading, and Billing. 
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Q.  Have you developed new Standard Offer Service rates in conjunction wit1 

the Settlement Agreement? 

No. The initial Standard Offer Service rates will be those currently effective i 

APS’s retail tariff and contracts. However, these rates will receive periodic 

reductions, as specified in Section 2.2 of the Settlement Agreement. 

A. 

Q- 
4. 

Would you discuss what is meant by Direct Access Service? 

Direct -4ccess Service customers are retail customers who choose to have the 

electric service unbundled and purchase their Generation, Transmission, 

Ancillary, and generally Metering, Meter Reading, and Billing Services 

through an Electric Service Provider(s) (ESP) and Scheduling Coordinator 

rather than APS. These customers will still receive certain services from AP5 

but they will only be charged for Basic Delivery Service, Distribution Servicc 

(which includes recovery of Regulatory Assets), System Benefits, and 

Stranded Costs. 

Q. Was an embedded class cost-of-service study used in the development of 

the Direct Access Service rates? 

1. Yes. A cost allocation study was specifically prepared and utilized to identify 

and apportion bundled rates into the Direct Access delivery charges as 

proposed by APS for retail Direct Access Service. This study appears as 

Schedule AP- 1. 

2. Would you discuss the development of the embedded cost allocation 

study? 
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This study was prepared using industry accepted principles and practices. In 

general, the numerous expense and rate base items that comprise APS's costs 

were grouped into major categories, such as Plant in Service or Operating & 

Maintenance Expense. Each of these categories was first broken down into 

Production, Transmission, or Distribution related functions, then classified as 

Demand, Energy, or Customer related. Allocation factors based on kilowatts, 

kilowatthours, and number of customers were then developed so that 

allocations of the functionalized and classified costs could be made to the 

federal and state jurisdictions and to the three newly established customer 

classes. 

What was the next step in the process after the allocations were 

performed? 

Once allocations of this nature are completed, the rate designer would 

normally accumulate the expense and rate base costs so that revenue 

requirements could be established for each customer class or each function. 

However, for the purposes of this filing, the apportionment factors shown in 

Schedule AP-7 were developed instead of revenue requirements so that 

existing bundled rates could be transformed into proposed unbundled Direct 

Access Service rates at existing revenue levels. 

Why did you choose to use an apportionment process rather than 

designing unbundled rates directly from a functional revenue requiremen 

analysis? 
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It is APS’s intent that the process of rate unbundling produce neither large 

revenue erosion due to rate migration nor customer dislocation due to 

reallocation of revenue requirements. By apportioning current bundled rates 

into functional charges that total to the bundled rate, appropriate revenue 

recovery is assured. This is particularly helpful for APS at this time when the 

current bundled rates will have been decreased three times under the 1996 

Settlement mechanism prior to the start of competition. Apportioning the 

current bundled rates assures us that the unbundled rates are synchronized wil 

current bundled rate levels. 

Q. In addition to an assurance of comparable total revenue recovery, does 

apportionment provide an advantage when dealing with the rates of the 

individual classes of business? 

4. Yes. Apportioning the current rate structures for the General Service customer 

preserves, to the extent possi’bie, the blend between the bundled rates and the 

ACC regulated unbundled rates. APS’s Rate E-32, for customers with peak 

demand less than 3MW, has a relatively complex rate structure, wTith its 

effective demand charge varying by load factor and energy usage through the 

use of a kWh/kW block expander. The apportionment of the E-32 rate 

structure preserves this structure, including the seasonal price differentials, foi 

the corresponding unbundled Distribution rate, thus reducing the rate 

dislocations that would result from the transition to competitive service. 

2. Was the use of a 1996 test year suitable for this cost-of-service study? 
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A. Yes. The 1996 test year was used for consistency with APS's preiious filings 

and settlement negotiations on the subject of Direct Access Service and 

Stranded Costs. Since pro-forma adjustments were made to the 1996 data, an( 

since the study results were used for cost apportionment as opposed to 

establishing revenue requirements, I did not feel a more recent test year woul 

produce an improved estimate of functionalized costs. Although complete 

1998 data was not available at the time the study was performed, enough 19s 

information was available to develop suitable pro-forma adjustments. The prc 

forma adjustments used for the 1996 test year are presented in Schedule AP-; 

2. Why is it appropriate to adjust the 1996 test year level to 1998 levels? 

4. The final rate reduction under the 1996 Settlement mechanism is based upon 

1998 unit costs and unit prices. Therefore, the 1996 costs adjusted to 1998 is 

appropriate. Attached as Schedule AP-3 is the .68% rate reduction A P S  filed 

with the ACC on May 2 1, 1999. 

2. Have you calculated the fair value rate base and fair value rate of return 

based upon the adjusted test year and the revenue level pursuant to the 

1996 Settlement mechanism? 

i. Yes, based on 1998 and as shown in Schedule AP-4, APS has a fair value rate 

base of $5,195,675,000 and a fair value rate of return of 6.63%. 

1. Have any new or special procedures been used in preparing this cost 

allocation study? 
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Yes. Due to the nature and anticipated use of the cost allocation study 

some\vhat unique procedures were used to establish the allocated retail class 

costs associated with Transmission Service, Ancillary Services, and Must Ru 

as well as the costs associated with System Benefits and ReguIatory Assets. 

How were retail Transmission costs determined? 

In compliance with FERC Order No. 888, APS filed an Open Access 

Transmission Tariff (OATT). The outcome of that case resulted in an Annua 

Transmission Revenue Requirement for APS of $86.5 million. To develop t t  

retail classes’ cost responsibility for Transmission Service, the retail 

jurisdiction’s four summer months’ contributions to the system peak, or 4CP 

methodology, was utilized. This is consistent with FERC precedent regardin; 

the APS Transmission system. 

How were the retail costs associated with Ancillary Services determined? 

Three Ancillary Services were identified for cost analysis purposes, and to 

accommodate Direct Access. These are Regulation, Spinning Reserve, and 

Supplemental Reserve. In addition, Scheduling was identified as a required 

Ancillary Service, but its associated costs and charges were included with 

Transmission. Similar to Transmission Service, APS’ FERC OATT 

established Ancillary Service rates at levels that would recover the revenue 

requirement for each of the Ancillary Services. The cost responsibility for 

each retail class was determined based on each class’s allocated portion of the 

revenue requirement associated with each of the Ancillary Services. 
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Must Run resources are existing generation units utilized to supply power and 

energy to load areas (or zones) within a utility’s system that are limited on the 

amount of remote generation that could otherwise be imported into the area 

because of thermal limitations on transmission paths, as well as voltage and 

stability considerations within the constrained area. If the load within the 

congested area exceeds the transmission import capability into the area, local 

generation resources located within these zones must be dispatched in order tl 

meet the total load requirements in the constrained area. APS’s resources 

dispatched out of economic sequence for this purpose are deemed to be Must 

Run resources. 

Q. Would you explain what you mean by Must Run? 

Would you briefly describe the unbundling methodology used to 

determine the costs associated with Must Run? 

In order to unbundle the costs associated with providing Must Run, it was 

necessary to identify which of APS’s generating units were utilized to perforr 

this service, the percentage of each unit’s availability that is used to perform 

Must Run, and the appropriate costs associated with each of the units. The 

proportionate share of the fixed and variable costs of the units related to Must 

Run were then calculated. For cost responsibility purposes, these Must Run 

costs were refunctionalized as Distribution. 

Would you explain what is meant by System Benefits? 

System Benefits refer to the costs associated with low income programs, 

renewable resources, demand side management, nuclear plant 
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Would you explain what is meant by Regulatory Assets? 

Regulatory Assets are expenses already incurred by APS on projects, 

equipment, and financial obligations that have not as yet been charged to 

customers. Pursuant to ACC Decision No. 5960 1,  the ACC authorized the 

collection of these expenses from customers through electric rates over an 

extended period of time, thereby avoiding significant increases to customer 

bills. Examples of Regulatory Assets are deferred income tax payments, coal 

mine reclamation costs, and financing costs for generation units. For the 

purposes of this cost allocation study, Regulatory Assets have been separatelJ 

accumulated and assigned to Distribution. 

Would you discuss the development of the apportionment factors used in 

designing the rates for Direct Access Service? 

Once the costs associated with the specific sub-hnctions, such as System 

Benefits and Regulatory Assets, were segregated, the Production, 

Transmission, and Distribution costs were allocated to each proposed Direct 

Access Service class. Percentages were then calculated for each of the 

hnctions for each of the three classes, as shown in Schedule 4 of Schedule 

AP-7. These percentages served as the apportionment factors that were 
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applied to each of the three bundled rates to yield the Direct Access charges 

shown in Schedules 1, 2, and 3 of Schedule AP-7. 

Q. Why is there a need for CTCs, and how were they developed? 

4. CTCs are charges that are included in rates to recover a defined level of 

Stranded Costs. Using projections of generation costs, market prices, and 

sales, annual revenue requirements to recover a total of $350 million through 

2004 were determined. These costs were then allocated to each of the three 

retail Direct Access Service classes, using each of the class’s contribution to 

the system peak load as an allocating factor. Unit Costs per kWh for each 

class for each year were then developed by dividing the costs by the 

anticipated sales. 

). What adjustments were made to the unit Stranded Costs to convert then 

to CTCs? 

The unit Stranded Costs were adjusted so that Direct Access Service and 

Standard Offer Service rate decreases provided for in the Settlement 

Agreement would be better synchronized with each other and to reflect the 

implicit stranded cost levels in special contracts APS has with BHP Copper, 

Cyprus Bagdad Copper, and Ralston Purina. 

i. 

!. Were any additional changes made to the unit Stranded Costs to produce 

the final CTCs? 

j. For the General Service classes, the energy related CTC charges were 

converted to demand charges using class average load factors. This conversio 
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to demand charges better reflects cost incidence and better blends the Direct 

Access rates with the corresponding Standard Offer rates. The CTCs, as well 

as the proof of revenue used to confirm the $350 million recovery level are 

shown on Schedule AP-6. 

3. How will the CTCs be used in tracking the recovery of $350 in Stranded 

Costs? 

I. At the end of each calendar year of the Stranded Cost recovery period ending 

December 3 1, 2004, the annual ACC jurisdictional sales to both Standard 

Offer and Direct Access customers will be multiplied by the percentage of 

APS load eligible for Direct Access Service during that year. This sales 

amount, calculated by class, will then be multiplied by the CTC in effect for 

that class for that year, This will result in an annual dollar amount of Strand€ 

Cost recovery. This formula is shown in Exhibit B to the Settlement 

Agreement. After the annual recovery amount for the year 2004 is calculatec 

the recovery amounts for all years for all classes will be summed. The NPV 

of this total stranded cost recovery will be calculated, and the resultant dollar 

amount will then be compared to the $350 million recovery allowed by the 

Settlement Agreement. 

Will these recovery amounts then be reconciled? 
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A. 

Q. 
A. 

2- 

1. 

Yes. Any amount of stranded cost over- or under-recovered of the $350 

million will be incorporated into the adjustment clause as provided for in 

Section 2.6(3) and Section 3.3 of the Settlement Agreement. 

How were the Direct Access Service rates developed? 

Basically, the rate design involved a five step process. First, rates for three 

basic classes were determined. Second, after adjusting for the recovery of 

specific costs, the apportionment factors were applied to each of these rates, 

which resulted in unbundled functionalized prices for each rate. Third, final 

Direct Access Service rates were established that were comprised of charges 

for Basic Delivery Service, Distribution and Regulatory Assets, System 

Benefits, and a CTC, as well as provisions for Transmission and Primary 

service level discounts. Fourth, Direct Access Service rates for special 

contracts with BHP Copper, Cyprus Bagdad Copper, and Ralston Purina wen 

established. Fifth, monthly credits were developed for those Direct Access 

Service customers using an ESP for their Metering, Meter Reading, and 

Billing requirements. The final proposed rate schedules for Direct Access 

Service appear in Schedule AP-8. 

Schedule B of Exhibit A of the Settlement Agreement contains the 

Distribution Charges to be effective January 1 of each year from 1999 to 

2004. How were the changes in these charges calculated? 

The Distribution Charges are comprised of revenue requirements for both 

Distribution and Regulatory Assets. To comply with the provisions of the 

Settlement Agreement concerning Regulatory Asset Amortization, it was 
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Q. Why have only three class rates plus three contract rates been chosen 

under which Direct Access Service will be offered? 

A. Traditionally, APS’s tariff has contained a large number of individual rates fc 

each general class of business in order to reflect cost-to-serve differences thai 

are primarily related to generation cost differences, and to allow for intraclass 

and interclass subsidization and rate of return differentials. Generation cost 

differences should play no part in the design of non-generation related Direct 

Access Service charges, and intraclass rate of return differentials should not b 

a complicating and anti-competitive factor in an era of multiple potential 

service providers that are competing to supply various components of Direct 

Access Service. As a step towards implementing this concept, only three 

general class rates--Residential (DA-R1 ), General Service under 3MW (DA- 

GS l), and General Service 3MW and greater (DA-GS 10)--have been 

developed to serve customers desiring Direct Access Service. 

Have any aspects of intraclass, generation related rate of return 

differentials in the rate designs been preserved? 

Yes, for the time being. In order to avoid drastic customer dislocations, the 

proposed three rate designs retain several of the generation related features 
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inherent in the current bundled full service rates. These include such feature 

as load factor blocks and seasonality. 

Q. Have interclass return differentials been preserved? 

A. To a certain extent, yes. But, once again the intention is only for the time 

being, and to ease into cost based rates through a transition period. The rate 

levels, and therefore cost recovery relationships, among the Residential, 

General Service under 3MW, and General Service 3MW and greater classes i 

the proposed Direct Access Service rates are the same as those for the similar 

services provided under APS’s current tariff. In addition, and as stated in a 

previous answer, the rate designs for the three Direct Access Service rates 

parallel those of the dominant rate for similar services under APS’s current 

tariff. In fact, the proposed Direct Access Service rate for General Service 

under 3MW is the apportionment of the current Rate E-32, and the proposed 

rate for General Service 3MW and greater is the apportionment of the current 

Rate E-34. This methodology was used for the express purpose of limiting th 

magnitude of pricing dislocations to individual customers. 

You indicated that interclass return differentials would be maintained 

“for the time being.” Why have you adopted this approach, and in what 

time frame would you anticipate that it would end? 

This approach is consistent with the ACC’s stated objective that the transition 

to competition should not result in rate increases. Immediately eliminating 

class return differentials would have significant dislocation impacts. The 

remaining rate of return differentials should be eliminated when Direct Acces: 
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Service and competition in general is fully operational. Whether this actually 

occurs in the market place at the end of the phase-in period or when the 

Stranded Cost recovery and the CTCs expire cannot be definitively stated at 

this time. However, the elimination of class rate of return differentials should 

be a major objective of a future rate case. 

How were the rate credits developed for a Direct Access Customer using 

an ESP for the required Metering, Meter Reading, and Billing services? 

The “avoided costs” associated with each of these particular sen-ices were 

identified and quantified. Avoided costs were defined as the estimated cost 

reductions that would be experienced by APS by providing a specific service 

to one less or the decremental customer. Avoided costs were used in these 

calculations since most embedded costs do not disappear for APS when a 

customer chooses an alternative supplier for Metering, Meter Reading, or 

Billing services. If full embedded costs had been used as the measure of thest 

credits, a revenue shortfall would occur that would increase the unitized 

revenue requirements of all remaining customers. A summary of these credit: 

appears in Schedule AP-9. 

Could you further explain avoided costs as they pertain to Metering? 

Retail rates presently include charges for the capital expenditures APS has 

made over time to acquire and install meters, and for the costs of the meter 

shop and related equipment. These charges are composed of depreciation 

expenses and a return on the net book value of the meters. The only avoided 

cost, at least for the transition period, would be the cost of the actual meter on 
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the customer premise, assuming its sale or re-use, adjusted to reflect the cost 

retrieval and testing. 

Could you further explain avoided costs as they pertain to Meter 

Reading? 

If a customer chooses a service provider other than APS to read his meter, tht 

only cost reductions that would initially be experienced by APS wrould be the 

cost associated with reading this particular meter. This cost is no more than 

the time it takes for the meter reader to go from the curb to the meter, read or 

probe that meter, and return to the curb. The meter reader would still be 

required to walk past the premise to continue his route. There could actually 

be an increase in cost if certain meters are not read, since the meter reader 

must continually adjust his routine to accommodate a continually changing 

route. In addition, costs could increase as a result of the customer infomatior 

system being regularly updated to reflect Direct Access Service related meter 

changes. 

Could you further explain avoided costs as they pertain to Billing? 

The only cost reductions that would initially be experienced by A P S  would bc 

related to the production and mailing of the physical bill. APS would still be 

required to retain its current level of personnel, a billing system, and custome 

inquiry support. In fact, with Direct Access Service, APS anticipates an 

increase in calls from customers asking billing related questions nrhich could 

easily exceed any Billing related cost savings. 

c 
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Q9 

A. 

Q* 

4. 

2. 

4. 

Could customers choosing Direct Access Service still have APS provide 

some of their non-Distribution related services? 

It is possible that relatively low use customers choosing Direct Access Servic 

will not all have their ESP provide or arrange for all their requirements for 

Generation, Transmission, Ancillary Services, Metering, Meter Reading, and 

Billing. However, the exceptions would probably only apply to Metering, 

Meter Reading, and possibly Billing. 

Aside from the development of the three Direct Access Service rates, are 

there any other portions of the APS retail tariff that need modification to 

accommodate this service? 

Yes. Certain provisions in APS’s Terms and Conditions of Service should be 

modified to accommodate the transition to Direct Access Service. However, 

these selected updates to APS’s Schedules will be filed separately at a later 

date. 

Would you discuss Generation, Transmission, and Ancillary Services as  

they apply to Direct Access Service customers? 

The Direct Access Service customer could contract for Generation from any 

certified ESP he chooses, assuming that all required Transmission and 

Ancillary Services could be obtained. That portion of the Transmission and 

Ancillary Services required from APS would be provided indirectly to the 

retail customer through a Scheduling Coordinator selected by the customer or 

the customer’s ESP. APS would bill the Scheduling Coordinator for these 

services under the rates and terms and conditions to be specified in APS’s 
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OATT as authorized by FERC. It cannot be assumed that the Scheduling 

Coordinator will simply pass these costs along to the customer’s ESP, who in 

, 

turn could pass them on to the customer since, as unregulated entities, the 

Scheduling Coordinator and the ESP would each be fiee to define their own 

rate levels and designs. They may choose to rebundle charges to the custome: 

or charge a premium above the Transmission and Ancillary Services prices 

charged to the Scheduling Coordinator by APS. 

Q. Will a Direct Access Service customer need to have direct involvement 

with the Arizona Independent Scheduling Administrator (AISA) or the 

planned Desert STAR Independent System Operator (ISO)? 

A. No, although customers or their representatives are welcome to join and/or 

participate in these organizations. The purpose of the AISA and the IS0  are tl 

establish the operating and later pricing protocols to assure a non- 

discriminatory and reliable operation of Arizona’s and the Southwest’s 

transmission systems. APS is a member of both organizations, intends to 

participate in the development of the operational and pricing protocols to be 

implemented by these organizations, and will file a revised OATT with FERC 

that will reflect how Transmission and Ancillary Services would be provided 

to Scheduling Coordinators in a Direct Access Service environment. 

Q. Why is it necessary to develop new protocols,fnstead of using the 

provisions in the Company’s current OATT as accepted by FERC? 

4. FERC’s pro-forma Transmission tariff, upon which APS’ OATT is based, is 

geared to Transmission Service for wholesale customers. It is not readily 
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Q. Will AISA’s protocols be finalized in time for APS to implement them for 

retail access in accordance with the Settlement Agreement? 

A. Most of the protocols have already been developed or are in the final stages oj 

addressed in FERC’s pro-forma Transmission tariff. They are in the process 

of developing suitable operating and pricing protocols that would facilitate 

Transmission Service to retail customers. 

development. It is hoped that they will all be finalized by the time APS must 

revise and file its OATT with FERC to accommodate retail access. In the 

event that some of the protocols are not completed by the time A P S  must file 

its revised OATT with the FERC, APS plans to submit the completed 

protocols along with interim versions of those protocols remaining to be 

completed. At such time as the AISA files its own OATT with the FERC 

containing the completed protocols, APS would again revise its OATT to 

include the AISA’s protocol manual. 

Q. Is any action by the ACC necessary in order for APS to implement the 

proposed revisions to its OATT as contemplated by the Settlement 

Agreement in a timely manner? 

Yes. The ACC’s support of APS’s proposed changes is very important for 4. 

FERC’s acceptance. Therefore, APS requests that the ACC either a) interven 

in APS’s OATT filing with FERC and support APS’s revisions; or b) provide 
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a letter to FERC in support of APS’s revisions which APS would include as 

part of its filing to FERC. In addition, FERC’s rules normally require 60 day 

before changes to rates or tariffs can be implemented. If the ACC were to 

issue an Order approving the Settlement Agreement on August 1, absent 

requesting a waiver of FERC’s Notice requirements, retail access would not b 

available on a practical basis prior to September 30. Therefore, the ACC’s 

support of APS’ request to FERC for waiver of FERC’s Notice requirements 

would be desirable. 

21 

How does APS intend to implement the rate decreases for Standard Offer 

Service rates specified in Section 2.2 of the Settlement Agreement? 

APS intends to use the same method that has been used for the last three 

annual decreases under the 1996 Settlement. That is, each year APS will 

calculate for each major class of service the decrease percentage applicable tc 

the Demand and Energy charges that yields the overall class decrease as 

specified in Section 2.2 of the Settlement Agreement. This method allows tht 

Basic Service Charge in each of the Standard Offer rates to remain 

unchanged. 

22 

23 

24 

25 

Does this conclude your Direct Testimony? 

Yes, it does. 

-20- 



Appendix - A 

Qualifications of 

ALAN PROPPER 

Alan Propper is Arizona Public Service Company’s Director of Pricing & Regulation. He is a 
veteran of the electric and gas utility industry with over 30 years of experience in utility 
company management and as an industry consultant. Mr. Propper holds the degrees of 
Mechanical Engineer from Stevens Institute of Technology and Master of Business 
Administration from San Francisco State University. The Arizona State Community College 
Certification Board has certified him as an Instructor of Engineering and Business 
Administration. In addition, Mr. Propper has completed Advanced Alternative Dispute 
Resolution Training and has been certified to act as a Mediator by the NorthLvest Regional 
Transmission Association and by the Western Regional Transmission Association. He is a 
contributing author of the widely used utility industry text, Gas Rate Fundamentals, Fourth 
Edition, published by the American Gas Association. 

Mr. Propper’s areas of expertise include pricing and rate design, embedded and marsinal cost 
analyses, marketing and load management programs, state and federal regulatory matters, 
contract negotiations between utilities concerning resale and wheeling services, contract 
negotiations between utilities and their major retail customers, and organizational training and 
planning. He is also a highly experienced expert witness, having testified on numerous 
occasions on contract, pricing, and cost matters before many state and federal regulatory 
agencies. 

e 

Prior to rejoining APS earlier this year after an eight year absence and seventeen years of 
service, Mr. Propper served as Regional Manager and Managing Executive Consultant for 
Resource Management International and Principal Consultant and Director of Consulting 
Services for A&C Enercom. Prior to initially joining APS, Mr. Propper was employed as 
Supervisor of Rates for Consumers Power Company, Executive Consultant for Commonwealth 
Services, Forecast Engineer and Rate Engineer for Pacific Gas and Electric Company, and in 
Power Plant Operations for Public Service Electric and Gas Company. 
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Schedule AP-2 
Page2of 2 

Line 
No. - 

1 

2. 

3.  

4. 

5. 

6 .  

7. 

8. 

9. 

10. 

11. 

12. 

ARIZONA PUBLIC SERVICE COMPANY 
Pro Forma Adjustments to Original Cost Rate Base 

Total Company 
Test Year Twelve Months Ended lU3V96 

(Dollars in Thousands) 

1998 Rate Base 
Adjustment 

Description Total Co. 

Production, Transmission, & Distribution 
Plant In  Service s 370.610 

General and Intangible Plant 105.852 

Reserve for Depreciation and Amonizalion 343.483 

** NET PLANT** (Line 1 + Line 3 less Line 3 )  132.979 

Regulatory Assets & Decommissioning 

Gain from Plant 

Materials & Supplies 

Less: 
Customer Advances 

Customer Deposits 

Working CashPrepayments 

Accumulated Deferred Income Taxes 41.977 

Pro Forma Adjustment to Rate Base s 174.956 



SCHEDULE AP-3 

1996 SETTLEMENT RATE REDUCTION 

FILED MAY 21,1999 



Barbara A. Klemstine 
Manager 
Regulatory Affairs 

Mr. Ray Williamson 
Acting Director, Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Tel 6Oq250-2031 
Fax 602/250-3399 

May21, 1999 

Re: Docket No. E-01345-95491 (U-1345-95491) 
Arizona Public Service Company 
Reduction in Retail Rates Pursuant to Paragraph 15.B of the 
Second Restated and Amended Rate Reduction Agreement 

Dear Mr. Williamson: 

Pursuant to Decision No. 59601 (April 18, 1996), Arizona Public Sewice Company (''MS") is filing the 
annual calculation to determine the reduction to base rates provided for under Paragraph 15.B of the Second 
Restated and Amended Rate Reduction Agreement (''1996 Agreement"). The 1996 Agreement provided for a $48.5 
million decrease in APS' retail rates, effective July 1, 1996 and also established a moratorium period (through July 
I, 1999) on rate increases, while providing consumers an opportunity to automtically receive future price 
reductions based on the Company's ability to conrinue to lower its average cost. 

Future rate reductions through the term of the 1996 Agreement were to be based on a comparison of the 
Company's average price per kilowatt-hour and its average cost per kilowatt-hour resulting from operations for the 
proceeding calendar year as defined in Attachment 3 of the 1996 Agreement. Any reduction for the current year 
would become effective for usage on or after July 1, if approved by the Commission. Under this provision, A P S  
has decreased retail rates on 3uIy 1, 1997 by $17.6, and by an additional $16.9 million effective July 1, 1998. 

Based upon the Company's 1998 financial performance, as adjusted pursuant to Attachment 3 from the 
1996 Agreement and calculated pursuant to Exhibit No. 1 attached to Decision No. 60225, , U S  is able to further 
reduce rates through the rate incentive m e c h s m  established in the 1996 Agreement. More specifically, the 
Company proposes to reduce annual retai1 rates by approximately $10.8 million, or .68%, effective July 1, 1999. 



Arizona Public Service Company 
COMPANY CORRESPONDENCE 

Mr. Ray Wdliamson 
May 19, 1999 
Page 2 

Tbe Company is requestq that this reduction be considered by the Commission for approval in 
ConjuDaiOo with tbc 1999 S d e m e z ~ t  Agreemeat, dated May 17, 1999. The 1999 Settlemeat Agreemeat (Article II, 
S d o n  2.2) provides for a 1.5% rate reduction, effective July 1, 1999, which is inclusive of the .68% reduction. 
The reduction will be applied with a UnrfOrm percent to customer’s demand and energy charges, except as provided 
for in Attachment 2 of the 1996 Agreement. 

Attached are: (1) a calculation of the proposed reductjon in retail rates, (2) a copy of A4tfachment 3 from 
the 1996 Agmmmt, (3) a copy of Exhibit #1, Decision 60225, (4) a worksheet of adjustmats to comply with the 
delinitions fiwn Atbchment 3, ( 5 )  a worksheet that applies the reduction to eligible customen, and (6) a 
cOmpariSOn of present and proposed rates. 

PIeasc oil me at (602)250-2031 if you or your StafThavc any questions. 

B W p b  

Enclosures 

cc: LoriHoowr (w/oaLcksam) 
All M of Record- 
Dockctcocrtrd 

NO. U-1345-95-491 

- - 1.. I -- 
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Schedule AP-4 
ARIZONA PUBLIC SERVICE COMPANY 

Fair Value Rate Base and Rate of Return 
ACC Jurisdictional 

Adjusted Test Year Ended 12/31/96 

(Dollars inThousands) 

Line 
No. Description Original Cost RCND Fair Value 

1. Gross Utlity Plant In Service S 6.841.873 S 10,819,830 

2. Less: Accumulated Depreciation & h o r t .  2,567,454 3,919.356 

3. Net Utility Plant In Service 

Deductions: 
3. Deferred taxes 

4.274.419 6.900.474 

1.380.236 1,380.236 

5. ' Customer Advances for Construction 24,044 24.031 

6. Customer Deposits 31.137 32,137 

7. Deferred Gains from Sale of Utility Plant 8 1,970 8 1,970 

8. Working Casb/Prepayments 242,754 242.754 
9. Total Deductions 1,761,141 1,761.141 

Additions: 
10. Regulatory Assets & Decommissioning 1,239,189 1,239,189 
1 1. Materials & Supplies 130,180 130,180 
12. Total Additions 1,369,369 1,369,369 

13. Total Rate Base 

a. Adjusted Rate Base 

b. Adjusted Operating Income 

c. Required Rate of Return 

53,882,647 S6,508,702 

$ 3,882.647 $ 6,508,702 S 5,195.675 

344,391 344,391 34,391 

8.87% 5.29% 6.63% 



Schedule AP-5 

ARIZONA PUBLIC SERVICE COMPANY 
System Benefits Costs in Proposed Tariffs 

Adjusted Test Year Twelve Months Ended 12/3v96 

(Dollars in Thousands) 

Line Total 
No. Description Retail 

1. 

a. 3 Decommissioning 

3. 

DSM, Renewabies, and Low Income Program 

Low Income, E-3 & E 4  

S7,OOO 111 

10.618 /2/ 

3,680 /3/ 

4. Functionalized Franchise Fee 542 

5. Total S31,840 

6. Retail Energy Sales (MWh) 18,937,939 

7. System Benefits Charge - GkWh (Line 5Line 6) 0.115 

111 Pursuant to 1996 Settlement. 
/2/  1998 Funding Level. 
131' Year ended 1996 Actual. 



r?v)d" 

c o o 0  ? ? ' " ?  
m m N 

O N C I  
313.39 



’c 

U i  

6 



ab 

f 
& 

h 

3 

h c 
v 
L 

,. 

646464646464 

64**64* 

0 0 0 0  
69646464 

6 4 6 9 6 4 6 9 6 4 ' A  

0""'" 
9999 
0 0 2 3  

w369696469 

3 
Y 
m 
'3 
LI 



I - m  

a 

a 



.- 
a s 
d 



Schedule AP-8 

ARIZONA PUBLIC SERVICE COMPANY 

Direct Access Rates 

1. DA-R 1, Residential Service 

2. DA-GS 1, General Service 

3. 

4. 

5. DA-GS 12, BHP Copper 

6. DA-GS 13, Cyprus Bagdad 

DA-GS 10, Extra Large General Service 

DA-GS 1 1, Ralston Purina 



Schedule AP-8 
DA-R1 

Smonth 
All kWh 

ELECTRIC DELIVERY RATES 

Service Distribution Benefits Charge 
s10.00 

s0.04158 SOo.00115 IFo.00930 

ARIZONA PUBLIC SER\'ICE COMPANY 
PhoeniL Arizona 

%/month 
All kb'h 

Filed by; Alan Propper 
Title: Director, Pricing and Regulation 

Service Distribution Benefits Charge 
$10.00 

$0.03518 $0.00115 $0.00930 

AC.C. No. XCXX 
Tariffor Schedule No. DA-Rl 
Original Tariff 
Effective: XXX z;Y 1999 

DIRECT ACCESS 
RESIDENTIAL SERVICE 

AVAILABILITY 

This rate schedule is available in all catificated retail delivery service territory served by Company and where facilities of adequate capacity and the 
required phase and suitable voltage are adjacent to the premises served 

AF'PLIC ATION 

This rate schedule is applicable to customers receiving electric energyon a direct access basis from my certificated Electric Service Provider (ESP) 
as defmed in A A C .  R14-2-1603. This rate schedule is applicable only to electric delivery required for residential purposes in individual private dwelhgs and 
in individually metered apartments when such sprvice is supplied a! one point of delivery and measured through one meter. For those dwellings and apartments 
where electric service has historically been measured through two meters, when one of the meters was installed pursuant to a water heating or space heating rate 
schedule no longer in effed, the electric service measured by such meters shall be combined for billing purposes. 

?his rate schedule shall become effective as defmed in Company's Terms and Conditions for Direct Access (Schedule #lo.) 

TYPE OF SERVICE 

Service shall be single phase, 60 H e  at one standard voltage (120/240 or 120/208 as may be selected by customer subject to availability at the 
customer's premise). Three phase m i c e  is furnished under the Company's Conditions Governing Extensions of Electric Distribution Lines and Services 
(Schedule #3). Transformation equipment is included in cost of extension Three phase service is required for motors of an individual rated capacity of 7-10 
HP or more. 

METERING REOUIREMENTS 

All customers shall comply with the tcnns and conditions for load profiling or hourly metering specified in Schedule #lo. 

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or B. below, including the applicable Adjustments. 

A. RATE 

May - October Billing Cycles (Summer): 

November - April Billing Cycles (Winter): 

I Competitive 11 I Delivery Basic I I System Transition 

B. MINIMLW $ 10.00 per month 

(COhTIh'UED ON REVERSE SIDE) 



DA-R1 
AC.C. No. xx)L\( 

Page 2 of 2 

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as 
follows: 

Meter $1.30 permonth 
Meter Reading SO.30 per month 
Billing $0.30 per month 

2. The monthly bill is also subject to the applicable proportionate palt of any taxes, or governmental impositions which are or  may in 
the future be assessed on the basis of gross revenues of the Company andlor the price or revenue from the electric sewice sold and/or 
the volume of energy delivered or  purchased for sale andlor sold hereunder. 

SERVICES ACOIJIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customers w e d  under this rate schedule are responsible for acquiring their own generation and any other required competitively supplied services 
h an ESP. The Company will provide and bill its transmission and ancillary services on rates approved by the Federal Energy Regulatory Commission to 
the Scheduling Cowdinator who provides transmission service to the Customer's ESP. The Customer's ESP must submit a Direct .4ccess Service Request 
pursuant to the terms and conditions in Schedule #IO. 

ON-SITE GENERATION TERMS AND CONDITIONS 

Custaners served under this rate schedule who have on-site generation connected to the Company's elem'cal delivery grid shall enter into an 
Agreement for Interconnection with the Company which shall establish all pertinent details related to interconnection and other required service standards. The 
Customer does not have the option to sell power and energy to the Company under this tariff. 

TERMS AND CONDITIONS 

This rate schedule is subject to the Company's Terms and Conditions for Standard Offer and Direct Accpss Services (Schedule # I )  and Schedule 
#IO. These schedules have provisions that may aEect customer's monthly bill. 

H:\!rdahalement 1999\T~iffDA-R 1 .doc 



~ 0 ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: Alan Propper 
Title: Dirrctor, Ricing and Regulation 

Schedule AP-8 
DA-GS 1 

ELECTRIC DELIVERY RATES 

AC.C. No. XiXi 
Tariffor Schedule No. DAGS1 
Original Tariff 
Effective: XXX XX, 1999 

DIRECT ACCESS 
GENERAL SERVICE 

AVAILABILITY 

This rate schedule is available in all certificated retail delivery service territory served by Company at all points where fscilities of adequate capacity 
and the required phase and suitable voltage arc adjacent to the premises served. 

APPLICATION 

This rate schedule is applicable to customers receiving eledric energyon a direct access bask frmn any c e d h t e d  Electric Service Provider (ESP) 
as defmed in AAC. R14-2-1603. This rate schedule is applicable to all electric service required when such service is suppIied at one point of delivery and 
measured through one me.ter. For those customers whose electricity is delivered through more than one meter, service for each meter shall be computed 
separately under this rate unless conditions in accordance with the Company's Schedule #4 (Totalized Metering of hfultiple Senice Entrance Sections At a 
Single Premise for Standard Offer and Direct Access Service) are met. For those service locations where electric senvice has historically been measured through 
two metm, when one of the meters was installed pursuant to a water heating rate schedule no longer in effed, the electric service measured by such meters shall 
be combined for billing purposes. 

This rate schedule shall become effective as defmed in Company's T- and Conditions for Direct Access (Schedule # 10). 

This rate schedule is wt applicable to residential senice, resale service or dired auxss service which qualifies for Rate Schedule DA-GS 10. 

TYPE OF SERVICE 

Service shall be single a three phase, 60 Hcrh, at one standard voltage as may be seleded by customer subject to availability at the customer's 
premise. Three phasc service is hrnished under the hnpany's conditions Governing Extensions of Elemic Distribution L m a  and Services (Schedule #3). 
Transformation equipment is included in cost of extension Thee phase service is not furnished for motors of an individual rattd Capacity of l e s  than 7-1/2 HP, 
except for existing facilities oc whae total aggregate HP of all connected three phase motors exceed 12 HP. Three phase service is required for motom of an 
individual rated capkcity of morc than 7-1/2 HP. 

METERING REOUIREMENTS 

a 
All customers shall cornply with the terms and conditions for load profiling or hourly metering specified in the Company's Schedule #lo. 

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or B. below, including the applicable Adjustments. 

A RATE 

June -October Billing Cycles (Summer): 

Basic Competitive 
Delivery System Transition 

II next 100 k W h m  I I n 
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Delivery 
Service 
ct7 w 

A RATE (continued) 

November - hiay Billing Cycles (Winter): 

I Basic I I I Competitive 11 
System Transition 

Distribution Benefits Charge 

f~ 2,! 
PerkW 
next 100 kWh per 
kW over 5 
Per kWh for the 
next 42,000 kWh 

$0.03827 ,,*"I " I *  

io0 kWh 
%forthe I I 

$0.03827 

$0.02600 

Per kWh for all 
additional kWh 
Per all k W h  
Per all kW 

$0.01614 1 
so.oo11s 

$2.43 , 

PRIMARY AYD TRAh'SXtISSlOh' LEVEL SERVICE: 

1. For customers served at primary voltage (12.5kV to below 69kV). the Dhibution charge will be discounted by 11.6%. 
2. For customers served at transmission voliage (69kV or higher), the Distribution charge will be discounted 52.6% 
3. Pursuantto AAC.  R14-2-1612.K.!l.theCornpsnyshall reCainown~hipofcUrrentTransformcrs(cT's) 

and Potential Transformen (PT's) for those customers taking service at voltage levels of more than 25kV. 
For customers whose metering services are provided by an ESP, a monthly facilities charge will be billed, in 
addition to all other applicable charges shown above, as &termbed in the Senice con- based upon the 
Company's cost of CT and PT ownership, maintenance and operation. 

- 

DETERMINATION OF KW 

The kW u d  for billing pucposes shall be the average kW supplied during the 1 S-minlde period of maximum use 
during the month, as determined from readings of the delivery meter. 

B. MINIMUM 

$12.50 plus SI .74 for each kW in excess of five of either the highest kW established during the 12 months ending with the current month 
or the minimum kW specified in the agreement for service, whichever is the greater. 

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as 
follows: 

Meter $4.00 per month 
Meter Reading $0.30 per month 
Billing $0.30 per month 

2. The monthly bill is also subject to the applicable proponionate pan of any taxes, or governmental impositions which are or may in 
the future be assessed on the basis of gross revenues of the Company andlor the price or revenue from the electric service sold andlor 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACOUIRED FROM CERTIFIC.4TED ELECTRIC SERVICE PROVIDERS 

Customers served under this rate schedule are responsible for acquiring their own generation and any other required competitively supplied services 
60m an ESP or under the Company's Open .4ccess Transmission TanE The Company will provide and bill its transmission and ancillary services on rates 
approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who provides transmission service to the Customer's ESP. The 
Customer's ESP must submit a Direct Access Service Request pursuant to the terms and conditions in Schedule #IO. 

(CONTMUED ON PAGE 3)  
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ON-SITE GENERATION TERXlS .WD CONDITIONS 

Cuslomen served under this rate schedule who have on-site generation connected to the Canpany's electrical delivsr?. grid shall enter into an 
Agreement for lnkrconnection with the Company which shall establish all pertinent details related to interconnection and other required service standards. The 
Customer does not have the option to sell power and energy to the Company under this tariff. 

a 
CONTRACT PERIOD 

0 - 1,999 kW: 
2,000 kW and above: 

As provided in Company's standard agreement for service. 
Three (3) years, or longer, at Company's option for initial period when construction is q u k d  One (1) year, or 
longer, at Company's option when construction is not required. 

TERMS AND CONDITIONS 

Thk rate schedule is subject to Company's Terms and Conditions for Standard Mer and Direct Access Service (Schedule #1) and the Company's 
Schedule #lo. These Schedules have provisions that may affect customer's monthly bill. 
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ELECTRIC DELIVERY RATES 

ARIZONA PUBLIC SERIlCE COXiPAh’Y 
phoenix. Arizona 
Filed by: Alan hopper 
Title: Director. F’ricing and Regulation 

AC.C. No. LXXS 
Tariffor Schedule No. DAGS 10 
Original Tariff 
Effective: XXX XX. 1999 

DIRECT ACCESS 
EXTRA LARGE GENERAL SERVICE 

AVAILABILITY 

This rate schedule is available in all certificated retail delivery service territory served by Company at all points where facilities of adequate capacity 
and the required phase and suitable voltage are adjacent to the premises served. 

APPLICATION 

This rate schedule is applicable to customers receiving electric energy on a direct access basis 6om any certificated Electn’c Service Provider (ESP) 
as defmed in A A C .  R14-2-1603. This rate schedule is applicable only to customers whose monthly maximum demand is 3.000 kW or more for three (3) 
consecutive months in any continuous twelve (12) month period ending with the current month. Service must be supplied at one point of delivery and measured 
through one meter unless otherwise specified by individual customer contract For those Customers whose electricity is delivered through more than one meter, 
service for each meter shall be computed separately under this rate unless conditions in accordance with the Company’s Schedule $4 (Totalized Metering of 
Multiple Service Entrance Sections At a Single Premise for Standard offer and Direct Access Service) are met. 

This rate schedule is not applicable to resale service. 

This rate schedule shall become effedve as defmed in Company’s Terms and Conditions for Direct Access (Schedule #IO). 

TYPE OF SERVICE 

Service shall be three phase, 60 H e  at Company’s standard voltages that are available within the vicinity of customer’s premise. 

METERING REOUIREMENTS 

All customers shall comply with the terms and conditions for hourly metering specified in Schedule #lo. 

MONTHLY BILL 

The monthly bill shall be the greater ofthe amount computed under A or B. below, including the applicable Adjustments. 

A RATE 

PRISIARY AND TRANSMISSION LEVEL SERVICE: 

1. 
2. 
3. 

For customers served at primary voltage (12.5kV to below 69kV), the Distribution charge will be discounted by 4.8%. 
For customers served at transmission voltage (69kV or higher), the Distribution charge will be discounted 36.7%. 
Pursuant to A A C .  R14-2-1612.K.11, the Company shall retain ownership ofcurrent Transformers 
(CT’s) and Potential Transformers (PT’s) for those Customers taking service at voltage levels of more 
than 25 kV. For customers whose metering services are provided by an ESP, a monthly facilities charge 
will be billed, in addition to all other applicable charges shown above, as determined in the service 
contract based upon the Company’s cost of CT and PT owxrship, maintenance and operation. 

DETERMNATIOS OF K W  

The kU’ used for billing purposes shall be the greater of 

1. The kW used for billing purposes shall be the average kW supplied during the 15-minute period (or other period as specified by 
individual customer’s contract) of maximum use during the month, as determined 60m readings of the delivery meter. 

The minimum kW specified in the agreement for service or individual customer contract 2. 

(CONTINUED ON REVERSE SIDE) 
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S2.430.00 per month plus $1.74 per k W  per month. 

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as  
follows: 

Meter $55.00 per month 
Meter Reading S 0.30 per month 
Billing S 0.30 per month 

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or  may in 
the future be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold andlor 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVlCE PROVIDERS 

Customers served under this rate schedule are responsible for acquiring their own generation and any other required competitively supplied services 
from an ESP. The  Company will provide and bill its transmission and ancillary services on rates approved by the Federal Energy Regulatory Commission to 
the Scheduling Coordinator who provides transmission service to the Customer’s ESP. The Customer’s ESP must submit a Direct Access Service Request 
pursuant to the terms and conditions in Schedule #IO. 

ON-SITE GENERATION TERMS AND CONDITIONS 

CUSt0maS served under this rale schedule who have on-site peneration connected lo the Company’s e l e h c a l  delivery grid shall enter into an 
Agreuncnt for Intermnnedion with the Company which shall establish all pertinent details relaled to interconnection and other required service standards. The 
Customer does not have the option to sell power and energy to the Company under this tarX 

CONTRACT PERIOD 

For service locations in: 

a) lsolatcd Areas: Ten (IO) years, or longer, at Company’s option, with standard seven (7) year lamination Per;Oa 
b) Other Areas: Three (3) years, or longer, at Company’s option. 

TERMS AND CONDITIONS 

This rate schedule is subject to Company’s Terms and Conditions for Standard Offer and Direct Access Service (Schedule + I )  and the Company’s 
Schedule #lo. These schedules have provisions that may affect customer’s monthly bill. 
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DA-GS11 

ELECTRIC DELIVERY RATES 

0 ARIZONA PUBLIC SERVICE COMPANY 
Phcenix, Arizona 
Filedby: Alan Propper 
Title: Dutctor. Pricing and Regulation 

AC.C. No. XXXX 
T d o r  Schedule No. DAGS11 
Original Tarif€ 
Effective: XXXx7; 1999 

DIRECT ACCESS 
RALSTON PURINA 

AVAILABILITY 

This rate schedule is available in all certificated retail delivery service territory served by Company at all points where facilities of adequate capacity 
and the required phase and suitable voltage are adjacent to the premises served 

APPLICATION 

This rate schedule is applicable only to Ralston Purina (Site #863970289) when it receives electric energy on a direct access basis &om any 
d i c a t e d  Electric Service Provider (ESP) as defmed in A A C .  R14-2-1603. Service must be supplied as specified by individual customer contract and the 
Company’s Schedule #4 (Totalized Metering of Multiple Service Entrance Sedions At a Single Premise for Standard Offer and Direct Access Service). 

This rate schedule is not applicable to resale service. 

This rate schedule shall become effective as defmed in Company’s Terms and Conditions for Direct Access (Schedule $10). 

TYPE OF SERVICE 

Servicx shall be three phase, 60 Hertz, at 12.5 kV. 

METERING REOUIREMENTS 

Customer shall comply with the terms and conditions for hourly metering specified in Schedule #IO 

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or B. below, including the applicable Adjustments e 
A RATE 

I Basic Competitive 
Deliverv Svstem Transition 

DETERMINATION OF KW 

The kW used for billing purposes shall be the greater of 

1. The kW used for billing purposes shall be the average kW supplied duringthe l5-minute period (or other period as specified by 
individual customer’s contract) of maximum use during the mon& as determined 6om readings of the delivery meter. 

The minimurn kW specified in the agreement for service or individual customer contract 2. 

B. MMlMUM 

$2,430.00 per month plus $1.74 per kW per month. 

ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as 
follows: 

Meter $55.00 per month 
Meter Reading $ 0.30 per month 
Billing S 0.30 per month 

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or may in 
the future be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold and/or 
the volume of energy delivered or purchased for sale and/or sold hereunder. 
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DA-GSI 1 
AC.C. No. XXXX 

Page 2 of 2 

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customer is responsible for acquiring its own generation and any other required competitively supplied services kom an ESP. T he Company Will 
provide and bill its transmission and ancillary services on rates approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who 
provides transmission service to the Customer’s ESP. The Customer’s ESP must submit a Direct Accw Service Request pursuant to the terms and conditions 
in Schedule #IO. 

ON-SITE GENERATION TERMS AND CONDITIONS 

IfCustomer has on-site generation connected to the Company’s electrical delivery grid, it shall enter into an Agreement for Interconnection with the 
Company which shall establish all pertinent details related to interconnection and other required senice standards. The Customer does not have the option to 
sell power and energy to the Company under this tariff. 

TERMS AND CONDITIONS 

This rate schedule is subject to Companvs Terms and Conditions for Standard Offer and Direct Access Service (Schedule #1) and the Company’s 
Schedule #lo. These schedules have provisions that may affect customer’s monlhly bill. 
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e ARlZONA PUBLIC SER\?CE COMPANY 
PhOtXlk h 0 M  
Filed by: Alan Ropper 
Title: Director, Pricing and Regulation 

ELECTRIC DELIVERY RATES 

AC.C. No. nm 
Tariff or Schedule No. D A G S  12 
Original T d  
Effective: XXX Xi, 1999 

DIRECT ACCESS 
BHP COPPER 

AVAILABILITY 

This rate schedule is available in all certificated retail delivery service territory served by Company at all points where facilities of adequate capacity 
and the required phase and suitable voltage are adjacent to the premises served. 

APPLICATION 

This rate schedule is applicable only to BHP Copper (Site #774932285) when it receives electric energy on a direct access basis from any 
certificated E l e m c  S m i c e  Provider (ESP) as defined in A A C .  R14-2-1603. Service must be supplied as specified by individual customer contract and the 
Company's Schedule #4 (Totalized Metering of Multiple Service Entrance Sections AI a Single Premise for Standard Offer and Direct Access Service). 

This rate schedule is not applicable to resale service. 

This rate schedule shall become effective as defmed in Company's Terms and Conditions for Direct Access (Schedule #IO). 

TYPE OF SERVICE 

Service shall be three phase, 60 Hertz, st 12.5 kV or higher. 

METERING REOUIREhiENTS 

Customer shall comply with the terms and conditions for hourly metering specified in Schedule #lo.  

MONTHLY BILL 

The monthly bill shall be the greater of the amount computed under A or B. below, including the applicable Adjustments. 

A RATE 

I Basic Distribution Distribution Competitive 
Deliverv a t h a r v  stTransmission System Transition 

PRIMARY AND TRANSMISSION LEVEL SERVICE: 

Pursuant to A A C .  R14-2-1612.K.11. the Company shall retain ownership ofcurrent Transformers (CT's) 
and Potential Transformers (PT's) for those customers taking service at voltage levels of more than 25 kV. 
For customers whose metering -ices are provided by an ESP, a monthly facilities charge will be billed, in 
addition to all other applicable charges shown above, as determined in the service contract based upon the 
Company's cost of CT and PT ownership, maintenance and operation. 

DETERMINATION OF KW 

The kW used for billing purposes shall be the greater of 

1. The kW used for billing purposes shall be the average kW supplied during the 30-minute period (or other period as specified by 
individual customer's contract) of maximum use during the month, as determined from readings of the delivery meter. 

The minimum kW specified in the agreement for service or individual customer contract 2. 

$2,430.00 per month plus $1.74 per k W  per month 
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ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as 
follows: 

Meter $55.00 per month 
Meter Reading S 0.30 per month 
Billing $ 0.30 per month 

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or  may in 
the future be assessed on the basis of gross revenues of the Company andlor the price or revenue from the electric service sold andlor 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customer is responsible for acquiring its own generation and any other required competitively supplied cervices Gom an ESP. T h e  Company will 
provide and bill its transmission and ancillary services on rates approved by the Federal Energy Regulatory CoMnission to the Scheduling Coordinator who 
provides transmission service to the Customer's ESP. The Customer's ESP must submit a Direct Access Service Request pursuant to the terms and conditions 
in Schedule #IO. 

ON-SITE GENERATION TERhiS AND CONDITIONS 

Ifcustomer has on-site generation COMefled to the Company's electrical delivery grid it shall enter into an Agreement for Interconnection with the 
Company which shall establish all pertinent details related to intercomeflion and other required sewice standards. The Customer does not have the option to 
sell power and energy to the Company under this tariff. 

TERMS AND CONDITIONS 

This rate schedule is subject to Company's T- and Conditions for Standard offer and Direct Access Service (Schedule #1) and the Company's 
Schedule #IO. These schedules have provisions that may affect customer's monthly bill. 

H:\!rda\Settlement 1999\Tariff\DAGS 12.doc 



Schedule AP-8 
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ELECTRIC DELIVERY RATES 

a ARIZONA PUBLIC SERVICE COMPANY 
phoenix,AriUxla 
Filed by: Alan Propper 
Title: Director, Pricing and Regulation 

AC.C. No. .&XXi 
Tariffor Schedule No. DAGS13 
Original Tariff 
Effective: XXX XX. 1999 

DIRECT ACCESS 
CYPRUS BAGDAD 

AVAILABILITY 

This mk schedule is available in all certificated retail delivery service territory served by Company at all points where fmWa of adequate capacity 
and the required phase and suitable voltage are adjacent to the pmnises served. 

APPLICATION 

This rate schedule is applicable only to Cyprus Bagdad (Site #120932284) when it receives electric enera  on a direct access basis from any 
certificated Eledric Service Provider (ESP) as defined in A A C .  R14-2-1603. Service must be supplied as specified by individual customer contract and the 
Company's Schedule #4 (Totalized Metering of Multiple Service Entrance Sections At a Single Premise for Standard Offer and Direct Access Service). 

This rate schedule is not applicable to resale service. 

This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Access (Schedule t.10). 

TYPE OF SERVICE 

Service shall be three phase, 60 H e  at 1 15 kV or higher. 

METEIUNG REOUIREMENTS 

Customer shall comply with the terms and conditions for hourly metering specdied in Schedule #lo. 

MONTHLY BILL a The monthly bill shall be the greater of the amount computed under A or B. below, including the applicable Adjustments. 

A RATE 

I S0.00298 I SO.00115 I 

PRIMARY AND TRkWSMISSION LEVEL SERVICE 

Pursuant to A A C .  R14-2-1612.K.11, the Company shall retain ownership ofcurrent Transformers (CT's) 
and Potential Transformers (PT's) for those customers taking service at voltage levels of more than 25 kV. 
For customers whose metering services are provided by an ESP, a monthly facilities charge will be billed, in 
addition to all other applicable charges shown above, as determined in the service contract based upon the 
Company's cost of CT and PT ownership, maintenance and operation. 

DETERMMATION OF KW 

The kW used for billing purposes shall be the greater of: 

1. The kW used for billing purposes shall be the average kW supplied during the 30-minute period (or other period as specified by 
individual customer's contract) of maximum use during the month, as determined from readings of the delivery meter. 

The minimum kW specified in the agreement for service or individual customer contract 2. 

B. MINIMUM 

$2,430.00 per month plus $1.74 per kW per month, until June 30, 2004 when this minimum will no longer be applicable. 
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ADJUSTMENTS 

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill will be credited as 
follows: 

Meter $55.00 per month 
Meter Reading S 0.30 per month 
Billing S 0.30permonth 

2. The moluhly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or may in 
the future be assessed on the basis of gross revenues of the Company andlor the price or revenue fmm the electric service sold andlor 
the volume of energy delivered or purchased for sale andlor sold hereunder. 

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS 

Customer is responsible for acquiring its own generation and any other required competitively supplied services 6om an ESP. T he Company will 
provide and bill its transmission and ancillary serv~ces on rates approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who 
proVides trammkion service to the Customer's ESP. The Customer's ESP must subnut a Direct Access Service Request pursuant to the terms and conditions 
in Schedule #lo. 

ON-SITE GENERATION TERhfS AND CONDITIONS 

If Customer has on-site generation connected to the Company's electrical delivery grid, it shall enter into an Agreement for Interconnection with the 
Company which shall establish all pertinent details related to interconnection and other required service standards. The Customer does not have the option to 
sell power and energy to the Company under this tariff. 

TERMS AND COXDITIONS 

This rate schedule is subject to Companys Terms and Conditions for Standard offer and Direct Access Service (Schedule $1) and the Company's 
Schedule #IO. These schedules have provisions that may affect customer's monthly bill. 
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ARIZONA PUBLIC SERVICE COMPANY 

Summary of Direct Access Monthly Rate Credits 

(a) (b) (c) 

General Service General Service 
Competitively Residential Under 3 mW Over 3 mW 

Supplied Service DA-R 1 DA-GS 1 DA-GS 10 

1. Metering $1.30 $4.00 $55.00 

2. Meter Reading $0.30 $0.30 $0.30 

3. Billing $0.30 $0.30 $0.30 
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